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“Ever since 1923, Pandick Press has done all our legal and corporate 
printing. Through the years, many others have approached us, but 
none could compare with the high quality printing or fast, dependable 
service we’ve always had from Pandick Press. You know, it pays to do 


business with a leader.”’ 
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The IAS 
RESIDENT FINAL EXAMINATION 





Oho of the unique features of IAS training is the 
Resident Final Examination, introduced in 1925.-This 
plan has made a direct contribution to the success of 
thousands of IAS graduates. 


® Upon successful completion of the Diploma Course 
of 90 assignments, an IAS student is given a compre- 
hensive Resident Final Examination in his own com- 
munity, under the supervision of a local Certified 
Public Accountant (or an attorney at law if no CPA 
is available). The examination questions, prepared 
by the IAS Faculty, are forwarded under seal to the 
local examiner, who holds the examination in his 
office. Adequate controls are used to see to it that no 
two students in the same locality are given the same 
examination. 

























@ The examination usually takes five to six hours. 
The examiner is required to certify that the student 
completed the work entirely on his own, without 
access to any textbooks or notes. The examination 
papers then are forwarded by the examiner to Chicago 
for faculty correction and review, to determine if a 
diploma should be awarded. 


® No IAS Diploma has been awarded to any student 
enrolled since April, 1925, unless the student has 
passed such an examination. 


@ The Resident Final Examination plan safeguards 
the integrity and enhances the value of the IAS 
Diploma. It assures prospective employers that IAS 
graduates possess a thorough, tested knowledge of 





accounting. 
+ 
The school’s 24-page Catalogue A 
is available free upon request. | 
Address your card or letter to INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
the Secretary, IAS.... tia f Scluol Since 1903 


209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 


IAS is an Accredited School, accredited by the Accrediting Commission of the National Home Study Council 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 







CONCEPT OF MODERN CONTROLLERSHIP 
of Controliers Institute of America 








1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 










2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the resulis of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 









3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 










4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 






5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental infl- 
ences as they affect the operations of the 
business. 









6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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“AN ANSWER 


WORKER TENSION” 














This Booklet Shows You How MUZAK Can 
Increase Your Company’s Profits 


Par Corporation would like to 
send you, without obligation, a 
copy of this booklet. It will prove of actual 
profit value to you... because it tells how 
20 years of practical experience and scien- 
tific research have developed a simple way 
to cut operating costs to a degree clearly 
visible on a profit and loss statement. 

The world has long been familiar with 
the powerful influence of music upon mind 
and body. But only in recent years have 
discoveries been made about the effect of 
music upon Worker Tension. And _ these 
have been applied by MUZAK to the de- 
velopment of an entirely new kind of 
music: functional work music. 


A Tool of Modern Management 


MUZAK is functional because it is created 
to perform a_ specific practical purpose. 
Like air conditioning, sound-proofing, fluo- 
rescent lighting, ‘“‘music-while-you-work” by 
MUZAK has won a permanent place as a 
tool of modern management. It more than 
pays its way in increased efficiency and pro- 
ductivity. For example, typical of many 
such results, it has... 


e Increased production 20% in the draft- 
ing department of the Fischer Lime and 
Cement Company of Memphis, resulting 
in a saving of $300 to $400 a month in 
one department alone. 


Increased production 9% and decreased 
absenteeism 7% for the Loft Candy Com- 
pany of Long Island City. 

e Reduced clerical errors in the auditing 
department of the City National Bank & 
Trust Company of Kansas City, by 11%. 


Increased production 5% and decreased 
sae 


absenteeism 5% for the National Gypsum 
Company of Buffalo. 





os 


e Increased output per operator in the 
work clothes plant of Bayly Manufac- 
turing Company of Denver, by 10%. 

e Increased key punch production of the 
Mississippi Power & Light Company's 
IBM operators to an I1-year high — two 
months after it was installed; and main- 
tained this high level. 

Why MUZAK Is So Effective In 
Reducing Worker Tension 

MUZAK accomplishes such results be- 
cause it is not “just any music.” It is selected, 
recorded, and scientifically designed to do 
exactly what its subscribers report that it 
does do. 

Every selection in MUZAK’S 10 million 
dollar library has been especially arranged, 
orchestrated and recorded for MUZAK’S 
own use ... the only such collection of non- 
distracting background music available in 
the world. 

It is scientifically programmed — based 
upon time of day, place, and type of em- 
ployee activity. A different program for 
office workers and one for factory workers; 
also one for hotels, restaurants, 
banks, and other public places. {7 
Each program is in accordance 
with the psychological effects of 
music on people—as determined 
by 20 years of on-the-job ex- 
perience. 

Why MUZAK Is So 
Different From Ordinary 
“WORK MUSIC” 

How can “just music” ac- 
complish results like these? The 
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answer is simple. It can’t! For MUZAK is not 
“just music.” MUZAK has spent twenty 
years perfecting a scientific way to meet the 
minimum requirements for a_ successful 
work-music program: 

YOU NEED A SPECIAL KIND OF MUSIC which 
is ‘heard but not listened to’’—which stimulates 
people without distracting them. MUZAK has 
its own exclusive $10,000,000 treasury of custom 
created non-distracting background music. 


YOU NEED SCIENTIFIC PROGRAMMING to suit 
the time of day, place and type of work activity. 
Each MUZAK program is based on 20 years’ 
study of the effects of music on people. 


YOU NEED “CONTROLLED DYNAMICS” to pene- 
trate noise barriers, mask out unwanted noise, 
without becoming distractingly loud — a tech- 
nique which MUZAK has pioneered. 


YOU NEED A COMPLETELY AUTOMATIC SYS- 
TEM which avoids the cost of assigning per- 
sonnel to purchase and store records or tapes, 
determine schedules, operate and maintain 
equipment. A flick of the switch starts MUZAK. 
These four major MUZAK “exclusives” tell you 
why ordinary “background music” Just cannot 
accomplish what MUZAK’S scientifically plan- 
ned service can do for you. 


Simply Mail The Coupon... 
to learn about the 
successful experiences of 
upwards of 20,000 
progressively managed 
companies 


Why not find out what MUZAK 
may be able to do for your com- 
pany? Simply mail the coupon 
_- + and without the slightest ob- 
ligation you will receive a copy of 
“An Answer to Worker Tension.” 
MUZAK Corporation, Dept. 11.229 
Fourth Avenue, New York City 3. 


MUZAK Corporation, Dept. 91, 
229 Fourth Avenue, New York 3, N. Y. 








OFFICES find that MUZAK 
relieves the tensions 
caused by “noise fatigue’ 
in rooms filled with the 
clatter of office machines. 
MUZAK penetrates noise 
barriers, masks out un- 
wanted sounds. 

FACTORIES AND PLANTS 
note a definite improve- 
ment in production and 


efficiency. They also re- 
port less internal friction. 


BANKS find it pays to 
provide MUZAK both to 
customers and to employ- 
ees. It creates a “nice to 
do business here’ atmos- 
phere and, by re- 
lieving Worker Tension, 
aids concentration of cleri 
cal workers. 


MUZAK and TRAVEL MUZAK Reg. U.S. Pat. Off. 


MUZAK is transmitted 
automatically from MU- 
ZAK studios in principal 
cities. Spot installations 
available for remote lo- 
cations and TRAVEL 
MUZAK for trains, planes, 
ships and_ busses. 





If you are interested in a 
MUZAK franchise, please 
write for further infor- 
mation. 
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Please send me, without obligation, a free copy of “An 
Answer to Worker Tension.” 


PRONE Canids pads ceae eat ereeL ea Position 


Company 


Type of Business... . 


DONE a. 6.6 Sao «6:4. Kccasine Alea maison» se eines ae ee 
CME AONE sk ccwnunesdeasoaueia GS nse dd deacon 


(J Check here for Architect specifications for new or re- 
modelled buildings. 











COME, JOSEPHINE, IN MY ADDING MACHINE . . . 


Horace Walton to Robert Kahn 
(carbon to) 
Editors, THE CONTROLLER: 


Your letter in the September issue of 
THE CONTROLLER (based upon the arti- 
cle by Clark Sloat in the June 1957 issue 
of THE CONTROLLER entitled “Opera- 
tions Research for the Businessman’) is 
of interest to me although I do not agree 
with it in its entirety. 

I would appreciate it very much if you 
would send me a copy of your work sheet 
or calculation showing how you arrived at 
the figure of 1,362.6 for the first example. 

Analysis such as yours of any new tech- 
nique is valuable and much more useful 


to the profession as a whole than blind 
acceptance or cursory examination. How- 
ever, I suspect there is an error in your 
calculation and must warn you that I in- 
tend to criticize your criticism if this is so. 


HorAcE C. WALTON 
American Machine & Foundry Company 
New York 


Editors, THE CONTROLLER: 

In the September issue of THE CON- 
TROLLER there was published a letter from 
Robert Kahn criticizing the article on 
“Operations Research for the Business- 











CHICAGO 








Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


Ford, Bacon & Vavis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
+ LOS ANGELES 











man” by Clark Sloat published in your 
June 1957 issue. 

It is my opinion that Mr. Kahn may 
have made two errors in his critique of 
the first problem (minimum labor hours). 
It would seem that the relative difference 
between columns is not so important as 
the comparison within each column. I 
tried his method three ways and came up 
with answers that were not so low as the 
answer produced in the linear program- 
ming method. 

Furthermore, I talked over these calcu- 
lations with a Ph.D. in Mathematics who 
is familiar with this field and he confirmed 
my thoughts that Mr. Kahn’s method was 
not the best in a mathematical problem of 
this nature. It may be that Mr. Kahn has 
also made an error in arithmetic. 

The linear programming method will 
always give the best results. 


Horace C. WALTON 
American Machine & Foundry Co. 
New York 


Mr. Kahn to Mr. Walton: 


When, in your letter commenting on 
my letter to the editors of THE CONTROL- 
LER (published in the September 1957 
issue), you say “I suspect there is an error 
in your calculation,” you are both correct 
and kind; kind in using the word “‘sus- 
pect” rather than “know.” 

I must be honest—there are two errors, 
although one is not significant in size. 
When I started to work out this problem 
I was just doing it for my own amuse- 
ment, never suspecting that it would end 
up in a letter to the editors. Therefore, 
when Mr. Sloat used “man-hours per 
1,000 pieces” of 1.67, I put down 1% 
and when he used 3.33, I put down 3% 
on my work papers. The error produced, 
as a result of this, slightly less than one 
hour. 

The major error was multiplying—and 
then rechecking—1%4 x 200 and entering 
225 instead of 250. I do not have a calcu- 
lator, most of my work being outside the 
statistical and arithmetic fields, and so I 
do my work on scratch paper. In this case, 
I was doing it mentally and evidently, to 
paraphrase a card often seen in offices to- 
day, I failed to see that the brain was en- 
gaged before putting pencil in gear! 

With these corrections my answer 
should have been 1388.28 vs the figure 
in the article of 1373.30 and so my pen- 
cil-pushing procedure fails to equal OR 
scheduling 14.58 or slightly over 1%. 


(Continued on page 6) 





A NEW APPROACH TO 
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Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
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XEROGRAPHY... 


» PERSONNEL DIRECTORIES 


TELEPHONE DIRECTORIES 





ACCUMULATIVE REPORTS 
CATALOG SHEETS 

COST SHEETS 
ENGINEERING DRAWINGS 
INVENTORY SHEETS 
MANAGEMENT REPORTS 
MANUALS 

OFFICE FORMS 

site PRICE LISTS 


PARTS CATALOGS 
SALES LETTERS 


SPEED and QUALITY in paperwork duplicating 
NO LONGER ARE PROBLEMS! 


Whether it’s a simple report of a few 
pages and a few copies, or a monu- 
mental report of hundreds of pages, 
it can be copied onto offset paper 
masters by xerography at low cost. 

Quality is exceptional. Each copy 
run off on an offset duplicator from 
a master prepared by xerography is 
precisely like the original. Everyone 
else’s copy will be as good as yours. 

What’s xerography? 

That would have been a fair ques- 
tion a few years ago when The 





e Xerography copies anything written, 
printed, typed, or drawn ¢ Same, en- 
larged, or reduced size @ Copies onto 
all kinds of masters— 
paper, metal, spirit, trans- 
lucent—for duplicating « 
Copies line and halftone 
subjects. 


Haloid Company first unveiled it. 
But today xerography is widely known 
—in business, industry, and govern- 
ment—as the world’s most versatile 
copying process, 

Every department in a modern 
plant can use xerography profitably, 
day after day, week after week, speed- 
ing intracompany communications, 
getting vital information to the field 
quickly, cutting important costs 
everywhere. 

Xerography is used increasingly to 
prepare masters for cumulative re- 
ports; catalog, inventory, and cost 
sheets; engineering drawings, man- 
agement reports, manuals, office and 
factory forms, personnel and tele- 
phone directories, price lists, sales 
letters, news releases, and others. 


' Every day someone finds new uses 
for versatile xerography. And every 
day it’s saving money, doing things 
never before deemed feasible. 

If you’ve installed XeroX® copy- 
ing equipment, you know that speed, 
quality and accuracy in paperwork 
duplicating no longer are problems. 

It will pay you to investigate the 
many advantages of xerography. 


THE HALOLOD COMPANY 
58-117X Haloid Street, Rochester 3, N. Y. 


Branch offices in principal U.S. and Canadian cities 


HALOID 
XEROX 


















Mow! 


CUT MAILING COSTS 


WITH (CSUMMINGTON’S LOW PRICED 
2 STATION MAIL INSERTER 





You can afford mechanized 
mailing of statements, in- 
voices, dividends, premium 
notices and sales promotion 







If you are using old fashioned manual 
methods of envelope stuffing, you are 
already paying for a Cummington mail 
inserter — available in one to six station 
models. 





material. 


Mail coupon Today for further information 
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CUMMINGTON CORPORATION 
718 Beacon Street 
Boston 15, Massachusetts 
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I might mention the reason why I wrote 
my letter—each time one of these articles 
comes out I doodle a bit with it. I had, 
on several occasions, found better solu- 
tions than the OR solution. I passed these 
off—until the article in THE CONTROL- 
LER. 

Subsequently I wrote a letter to Office 
Management in regard to the article by 
John Hockman on “How Operations Re- 
search Techniques Can Be Used by Smal- 
ler Companies” (page 33) in the August 
1957 issue. If you should have a copy of 
this magazine available, you might com- 
pare the profitability of the following pro- 
duction schedule and see if the total 
profitability does not come to $599,500 
vs the OR result of $559,250 shown in 


THE CONTROLLER.............. 
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Table V on page 34 of the same issue. 
(Incidentally, I have just rechecked my 
figures on this and believe that I am cor- 
rect—after your letter I will no longer 
make positive statements. ) 


Production 

Product No. Units 
11 15,000 
12,000 
15,000 
10,000 
12,000 
13,000 
18,000 
20,000 
9,000 
8,000 


— —_ 
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My approach here was something dif- 
ferent from the “Econ II” analysis of the 
flow in international trade. In the case of 
Mr. Hockman’s data, I first determined 
the total machine-hours required per unit 
(since machine-hours appear to be the 
limiting factor) and then divided the ma- 
chine-hours per unit into the profit per 
unit to determine the profit per machine- 
hour. On this basis, I scheduled first those 
items that would produce the highest 
profit per machine-hour, keeping in mind 
the total number of hours available. 

Now I do have one strong point to 
make in regards to OR—it should not be 
approached as a panacea. Yet it is un- 
fortunate that it appears to be falling in 
this area. Much of the mathematics is be- 
yond the ordinary businessman. Yet 
there is a very minor difference between 
“logic” and “mathematics’—and the 
formulae involved in OR are merely the 
expression of some form of logic or ra- 
tionale. It would appear to me to be of 
greater service to business if more empha- 
sis were placed on the logic on which the 
formulae are based (with the statement 
that the formulae can be applied by math- 
ematicians) than it is to emphasize the 
mathematics. 


ROBERT KAHN 
Lafayette, Calif. 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer's signature and ad- 
dress (which will be withheld if so 
requested). The Editors 











APPRAISALS 


determined on the basis of 


REPLACEMENT COST NEW 
Less Depreciation 


@ As Engineers & Architects for In- 
dustrial Plants we know construction 
costs. Since we are constantly deal- 
ing with manufacturers of process 
equipment and machinery, our ap- 
praisal figures on contents are like- 
wise authentic. 


Your inquiry ts solicited 


LOCKWOOD GREENE 
ENGINEERS, INC. 


41 East 42nd Street, New York 17 
Boston 9, Mass. ° Spartanburg, S. C. 
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Automation Brings Changes 

The structure of our industrial labor force is being in- 
fluenced noticeably by the trend toward automation in pro- 
duction departments, according to a recent study by the 
National Industrial Conference Board, which found: 


1. The proportion of workers engaged in direct produc- 
tion labor has declined during the past three years. 


2. The proportion of workers in the factory indirect 
labor force, such as maintenance, production control and 
industrial security personnel, also has dipped since 1954, 
relative to total employment. 


3. These shifts in the labor force are accompanied by 
proportionate increases in nonfactory employment such as 
head office, clerical and sales personnel. 


Although automation appears to be the primary reason 
for these changes, the study found additional reasons for 
the shifts, including expansion of business volume, growth 
of customer service, decentralization of operations, as well 
as additional reports required by governmental and trade 
bodies and by plant and office supervisory personnel. 

The increase in indirect labor at the expense of direct 
labor can be interpreted as a healthy sign resulting from in- 
creasingly efficient production methods. Corporate control- 
lers and financial officers will nevertheless pay particular 
heed to the comments of one respondent in the Conference 
Board's survey, who stated that his firm had recently estab- 
lished a strong procedures and systems group charged with 
the responsibility of reducing and controlling the number 
of nonproduction personnel and related expenses through- 
out the organization in an effort to combat what he de- 
scribed as ‘‘a strong underlying trend toward more elaborate 


> 99 


systems, controls and general ‘red tape’. 


Stocktaking Time 

The recent pause in the economic boom has provided an 
Opportunity for a “natural and perhaps prudent” study 
of the economic situation. Such a pause for stocktaking 
should not however, in the opinion of Donald Gordon, 
president of Canadian National Railways, be interpreted 
as the beginning of a recession. 

Addressing the Canadian Club of New York recently, 
Mr. Gordon observed that “while history does show a 
strong cyclical pattern in economic activity, it does not 
follow that the economy must be either shooting upwards 


or plunging downwards.’’ It may be, he said, the economy 
has developed a pattern of ‘‘advances, pause and ad- 
vances” which may continue. 

“Certainly, we have reason to hope that we have learned 
more about living in what might be called a state of dy- 
namic equilibrium,” he said. “By this I mean a condition 
in which the industrial world is in the process of continu- 
ous creation with new firms and new products springing 
into existence while others fade away, with a constant 
flux both geographically and industrially in the labor 
force, while at the same time the sum total of economic 
activity . . . shows a gently rising characteristic consistent 
with the growth of population and productivity.” 

A survey of Canada’s economy would show that recent 
gains were not obtained without accompanying problems, 
Mr. Gordon said. Canada’s current trade deficit with the 
United States was a reflection of the boom. 

Although questions were being asked as to whether the 
boom could continue without a pause to consolidate, “there 
cannot be the least doubt over the long term” about the 
prospects for growth in Canada. He referred to the recent 
Gordon Commission on Canada’s economic prospects, 
which forecast tripling of its national production by 1980. 


“Best Buy” for Controllers 

The entire business world is faced with the problem of 
a brain-power shortage at all executive levels, notes one 
observer who adds that “‘it’s time that the leaders began to 
take a positive and active interest in guiding young men with 
the potential to develop executive careers.” 

Although the mechanical brain “‘can do almost any act 
that can be performed by hand, it cannot take over functions 
that lie within the realm of inductive thinking. These de- 
velopments inevitably add to the increasing demand for 
brain power and the pressure for executive competency,’’ he 
adds. 

These words will have a familiar ring to corporate con- 
trollers and financial officers who are likewise engaged in 
the widespread hunt for talent of managerial calibre. And 
it is to aid them in this search that Controllers Institute of 
America, through its National Committee on Education, a 
year ago published “Moving Up in Business—A Look at 
Managerial Accounting.” 

Through the cooperation of business firms, educators, 
guidance counselors and individual controllers, as well as 


' the concerted efforts of many of its local Controls, the In- 


stitute’s booklet achieved a distribution of approximately 
20,000 copies in its first year. 

With the opening of the school year’s second half before 
us, it is an opportune time for an intensified effort to bring 
this booklet about careers in private managerial accounting 
to the attention of the upper classes in our high schools as 
well as colleges and universities. At 25 cents per copy, and 
considering its potential usefulness, this most surely comes 
under the heading of a ‘“‘best buy.” —PAUL HAASE 
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NIGHTMARE 


of facts and figures out of control... 
banished by BURROUGHS SENSIMATIC! 








Management mastery over the accounting methods. You just 
facts and figures essential to your switch panels—not the machine! 


business—sales, inventory, payroll, 
receivables—is a must. No busi- FOR SPEED, VERSATILITY, 
nessman can successfully do with- EASE OF OPERATION this 
out this control. And that’s where matchless accounting machine cer- 
the Burroughs Sensimatic account- tainly rates a tryout. Phone our 
ing machine comes in, with its: nearby branch office for a free 
demonstration of the Burroughs 
EXCLUSIVE SENSING PANEL. Sensimatic. Or write to Burroughs 
Doing 4 jobs in 1, it guides you Division, Burroughs Corporation, 
through every accounting job, Detroit 32, Michigan. 
every operation automatically. 
“Thinks” them out for you in 
advance, ends time-wasting motions 
and decisions. 
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Burroughs 


Important, too, is the way this 
special panel adapts to changing BURROUGHS AND SENSIMATIC ARE TRADEMARKS. 
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How independent operations 
can be controlled without de- 
stroying the profit motive 


Decentralized Operations— 
A Control Program 


William L. Strong 


How may independent operations lo- 
cated over a wide geographical area be ef- 
fectively controlled ? 

How may this control be achieved and 
yet keep the profit initiative, including a 
suitable prope incentive, at the opera- 
tional level? 


HIS PAPER describes a control pro- 
pe which will go a long way toward 
successfully solving these problems. The 
company for which this program is de- 
signed is in the oil well service business, 
supplying technical and other services and 
various related products to the oil drilling 
and producing industry. The oil well 
service business has several characteristics 
which make it unique and different from 
other industries. 

These characteristics include: (a) many 
autonomous branches (stations) located in 
the oil-producing areas; these semi-inde- 
pendent stations sell services and products 
which have wide fluctuations in demand, 
on a week-to-week and month-to-month 
basis; (b) a large investment in fixed as- 
sets required in each of these stations, pri- 
marily in heavy equipment mounted on 
trucks, with a large additional investment 
in other trucks, real estate, storage tanks, 
buildings, shops, etc.; and (c) one very 
large corporation which greatly influences 
the industry, with the remaining com- 
panies following generally their lead with 
regard to prices (on common items), 
terms, conditions, wages, etc. 

Company activities extend to about 13 
oil-producing states. For management pur- 
poses, stations are grouped geographically 
into regions each of which is under the 
direction of a regional manager. The lat- 
ter report to the vice president-operations 
in the firm’s general offices. 


CONTROL TECHNIQUES AND TOOLS 
In providing the necessary tools to con- 
trol these widely scattered and semi-inde- 


pendent businesses, and at the same time, 
to provide the station supervisor with the 
necessary freedom of action, three pri- 
mary control tools are used. These are: 
(1) individual station  profit-and-loss 
statements; (2) the extensive use of 
budgets or standards; and (3) the use of 
the return on investment concept. 

These control techniques are used pri- 
marily for these purposes: 


Evaluation of station and regional man- 
ager performance. 

Basis for the making of daily and 
longer-term operating decisions by sta- 
tion, regional and general office manage- 
ment, 

Making basic capital investment plans 
and decisions. 


The individual station profit-and-loss 
statement, incorporating predetermined 


standards or budgets, is the fundamental 
station control tool. As mentioned previ- 
ously, the station managers are, in effect, 
in business for themselves. Their over-all 
performance will decide in large measure 
the profit (or lack of profit) to be made 








in an area. In short, these managers have 
full profit responsibility for their stations. 
It is therefore axiomatic that if the profit 
motive and profit responsibility are to be 
placed with the station manager (where 
they should be), then there must be an 
adequate measurement of his performance 
in the form of complete station profit- 
and-loss statements. It also follows that if 
a station manager’s performance is meas- 
ured, it is highly desirable to be able to 
compare it to a standard. For it is by these 
means that an adequate appraisal of his 
performance may be made, suitable profit 
targets established, and profits maximized. 
Further, by the use of budgets, manage- 
ment may be kept informed on a cont?nu- 
ing basis as to the corrective or other ac- 
tion necessary to be taken. 

The station operating statement is 
shown in Exhibit 1. It should be noted 
that expenses are divided into four 
groups as follows: (1) variable (and 
semivariable) expenses; (2) fixed ex- 
penses of the station; (3) regional ex- 
penses, which are prorated; and (4) ad- 
ministrative and other expenses of the 
corporation, which also are prorated. 
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WILLIAM L. STRONG, a graduate of the Harvard Gradu- 
ate School of Business Administration, is budget director of 
Consolidated Freightways, Inc., Menlo Park, Calif. Pre- 
viously he was controller of BJ Service, Inc., subsidiary 
of Borg-Warner; and before that, budget director of the 
Byron Jackson Company, Los Angeles, continuing in that 
capacity when Byron Jackson merged with Borg-Warner. As 
an officer in the U.S. Navy, he was assistant comptrol- 
ler of the Military Sea Transportation Servide, Washing- 
ton, D. C., during the first three years of its existence. 
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The operating statement has four profit 
figures : 


1. Station direct cost gross profit— 
which reports that profit which the sta- 
tion manager can control and that for 
which he is solely responsible. This profit 
is the station sales, less only the station 
variable expenses. It is the most significant 
figure used in evaluating the station man- 
ager’s performance. It is also the figure 
most carefully scrutinized in making day- 
to-day operating decisions, for it focuses 
attention on the heart of each problem— 
cash income versus out-of-pocket costs. 

This figure also is important because it 
concentrates on the factors the manager 
can control in the month under review. 
Fixed expense, due to decisions made in 
prior months or years does not influence 
this direct cost profit figure. The use of 
this profit figure emphasizes the direct 
costing concept, in that it reflects the con- 
tribution toward profit of each sales dol- 
lar. It also emphasizes the important fun- 
damental relationships in the oil well 
service business of income-cost-volume 
for each station. 

2. Station gross profit—reflects the 
gross profit contribution of the station 
after all station charges, both variable and 
fixed, but before proration of regional or 
other expense. 

3. Actual gross profit—is the station’s 
share of the gross profit reported on the 
company’s operating statement. Also, it is 
the gross profit figure for which the re- 
gional manager is responsible. 

4. Net income—teflects the station's 
contribution to over-all company profit 
before income taxes. 
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One of the features of the above station 
profit figures is that regional and total 
company gross profits Or pretax income 
may be easily obtained by merely adding 
figures for the stations involved. To facili- 
tate control by regional and general office 
management, summarized operating state- 
ments for each region also are prepared. 
These reports are condensed statements 
showing be individual stations the actual 
profit achieved at the four levels and the 
variances. Similarly, combined company 
operating reports are prepared reflecting 
the same information by regions. 

It is believed that these reports provide 
a highly desirable system of integrated re- 
ports to the three levels of management 
involved. The data are more summarized 
and cover a larger scope of operations for 
each higher level of management. The re- 
ports contribute greatly to management 
by exception. 

As may be noted on Exhibit 1, the sta- 
tion operating statement, as should all ac- 
counting reports issued to management, 
contains appropriate pertinent comments. 
The primary purpose of the comments is 
to relate in narrative form the basic story 
of the report. The controller's department 
writes these comments as it is believed 
that in preparing the report this story will 
become apparent. Additional basic infor- 
mation to complete the analysis is also 
available in this department. 

These comments are considered to be a 
time-saver to the readers for they relate 
the significant points of the report. The 
reader is not required to spend time study- 
ing the figures to gain this same informa- 
tion. For a more detailed or intense re- 
view, the full report is available. It is con- 
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sidered that the controller or financial 
man is really making progress when, as a 
general rule, management reads the nar- 
rative rather than studying the figures of 
the report. To make the information 
timely, every effort is made to have the 
reports in the hands of management 
shortly after the month-end. 

To enable a station manager to keep 
abreast of his station’s performance dur- 
ing the month, certain simple and in- 
formal records are maintained at the sta- 
tion. Running totals are kept of a station’s 
work tickets (sales), material issues, serv- 
icemen’s wages and certain other major 
variable costs. Readings from these totals 
are made at least weekly. Station man- 
agers can thus obtain a fairly good ap- 
proximation as to their performance for 
the week and month to date. 

Two points regarding the station profit- 
and-loss statement require elaboration. The 
first point relates to the degree of vari- 
ability of most expenses. In this indus- 
try, a considerable amount of station ex- 
pense, frequently considered to be vari- 
able, is ‘‘fixed” by management decision. 
For example, for a sales volume of 
$60,000 per month, ten servicemen may 
be required. If volume should decline in 
a month by 20% to $48,000, it is not 
feasible to reduce servicemen to eight. 
The reason is that the two men termi- 
nated will probably not be available the 
following month should available volume 
climb back to $60,000. In this sense, labor 
expense is fixed. However, there are cer- 
tain methods whereby a station supervisor 
can remove partially the fixed element of 
labor. He may, for example, assign his 
servicemen to necessary station and equip- 
ment maintenance work during slack pe- 
riods; he may, in certain instances, use 
casual labor during peak periods, etc. 

The second item to be pointed out is 
that the servicemen are paid under a 
“BELO” contract. This contract, in es- 
sence, provides that the men will be paid 
a minimum of 60 hours each week even 
if a lesser number of hours are actually 
worked. Time worked in excess of 60 
hours carries an additional overtime pre- 
mium. The serviceman, on his part, agrees 
to hold himself available for assignment 
six days a week and be on 24-hour call. 
Under the contract, the station super- 
visor’s prime problem is to minimize pay- 
ing any part of his work force overtime 
(for work in excess of 60 hours) while 
other servicemen are working less than 
(but being paid for) 60 hours. A second 
part of the supervisor's responsibility is 
to efficiently utilize the nonjob time of 
servicemen on productive and worthwhile 
station work such as maintenance of 
equipment, etc. To assist the station man- 
ager in keeping on top of this man-man- 
agement problem, the servicemen’s cost 
analysis report is prepared monthly. This 
report analyzes total station servicemen’s 
salaries by productive or job time, errands 
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EXHIBIT 1 


STATION OPERATING REPORT 














STATION: Johnson City 


MONTH: March 1958 


Sales Income 
Service “A” 
Service “B” 
Service “C” 


Total 


Cost of Sales 

Station variable expense 
Materials “A” 
Materials “B” 
Servicemen’s salaries 
Etc. 


Total 


Direct Cost Gross Profit 
Station fixed expense 
Supervisors’ salaries 
Depreciation 
Etc, 


Total 


Station gross profit 
Regional expenses—prorated 


Actual gross profit 


Administrative Exp.—prorated 


Net income 


Return on investment 





STATEMENT OF PROFIT AND LOSS 





















Comments: Sales were 1.8% or $950 over standard; reversing the 
poor performance of the two previous months. Service “C” sales 
were largely responsible for the increase being 10% ($2,000) over 
quota. Service “B’ sales failed to pick up, and were 7.5% under 
standard, as were sales in January and February. a 

Sales for the year to date are 6% ($9,000) under budget, pri- 


marily due to the decline of service “B’” sales. 














Current Month 
Actual Variance % Attainment 
$18,160 $ 50 0.3 
15,000 (1,100) (6.8) 
20,500 2,000 10.8 
$53,660 950 1.8 
6,100 (75) (1.2) 
12,000 100 0.8 
8,200 100 1.2 
etc. etc etc 
$33,700 __150 0.4 
19,960 1,100 5.8 
2,500 — — 
3,100 75 2.5 
etc. etc etc 
7,000 125 1.8 
12,960 1,225 10.4 
2,200 — —— 
10,760 1,225 12.8 
4,000 — — 
6,760 1,225 22.1 
Actual Standard 
13.7% 13.5% 


) Indicates Unfavorable Variance 
Year to Date 
Actual Variance % Attainment 
$ 54,100 $(2,100) (3.7) 
31,000 (8,500) (21.5) 
60,100 1,600 22 
$145,200 $(9,000) (5.8) 
18,300 100 0.5 
35,900 (400) (1.1) 
23,600 (1,000) (4.1) 
etc. etc. etc. 
$92,600 (575) (0.6) 
52,600 (8,000) (13.2) 
7,500 (25) (0.3) 
9,000 125 1.4 
etc. etc. etc. 
21,050 200 1.0 
31,550 (7,800) (19.8) 
6,600 — — 
24,950 (7,800) (23.8) 
12,000 — — 
12,950 (7,800) (37.6) 
Actual Standard 
11.6% 13.5% 
Expenses, both variable and fixed, are very close to budget for 
both month and year to date. However, servicemen’s salaries are 4% 
Return on investment for March, at 13.7% was slightly over the 
13.5% standard. For the three months, return was 11.6% well below 
standard. This performance is due to lower sales and the $1,000 un- 































over budget the three months. 


favorable variance in servicemen’s salaries. 


(NOTE: ALL FIGURES ARE FICTITIOUS) 
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and station time (such as equipment 
maintenance work), unassigned or idle 
time, overtime, and vacation, holiday or 
lost time. The report also is used by the 
regional manager to evaluate the efficiency 
with which the station manager utilizes 
his men. Certain simple memorandum 
records are maintained at the station to 
provide the manager weekly “‘fixes”’ as to 
his performance. The details for these 
records are obtained from employe time 
cards. 


SALES BUDGET 

The sales budget standard or quota for 
each station is established by type of serv- 
ice and in total. The standards are based 
on the amount of revenue-producing 
equipment (i.e., trucks) operated by the 
station. That is, a certain type of truck 
will carry a monthly sales budget of 
$6,000 of service “A” and $8,000 of 
service ““B’’. In establishing these quotas 
for individual pieces of equipment, re- 
gional factors are taken into considera- 
tion. 

In addition to establishing sales budgets, 
the number of trucks also determines, to 
a large degree, the number and types of 
supporting vehicles, number and type of 
servicemen, number of nonservicemen em- 
ployes (clerks, mechanics, maintenance 
men, etc.), and certain other allowances 
for the station. 

An expense budget for each variable or 
semivariable item is established for each 
station for varying sales volumes. That is, 
each expense has a predetermined budget 
in dollars based upon five per cent in- 
creases or decreases in monthly sales. 
Budgets are set at five per cent intervals 








between 130 and 70 per cent of standard 
sales. 


PRORATING EXPENSE 

The expenses which are prorated to a 
station—regional expense, administrative 
and other expense—are considered to be 
fixed and do not vary with volume. 

In prorating these two categories of ex- 
pense, the amount of dollars chargeable 
monthly to a station is determined in ad- 
vance of each six-months period. Once set, 
it remains constant for the period. A sta- 
tion’s share is determined by giving equal 
weight to its forecasted sales, station 
gross profit (which is before any prora- 
tions of expenses are made) and projected 
investment. The amount of expense to be 
distributed is the amount budgeted for the 
half year. 

The advantage of this type of proration 
is that it is more realistic and also that it 
does not penalize the successful station. 
To base the proration of actual expenses 
on actual sales for the month, for ex- 
ample, will penalize the station with 
greatly increased sales in a month when 
the level of over-all sales is constant or 
declining. Further, if actual divisional ex- 
penses are prorated, a large increase in 
these expenses will also penalize the sta- 
tions to which they are prorated. Under 
some circumstances, this type of proration 
can result in the station manager making 
decisions (e.g., restricting sales), which 
will tend to increase his station’s profit, 
but at the same time, actually reduce over- 
all company profit. 

For example, assume that $10,000 of 
additional sales will increase a station’s 
direct cost profit by $1,000, but will in- 

















“Want to know something? I’m a whole lot 


better on outgo than you are on income!” 
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crease its prorated expense by $1,100. If 
the manager makes the sale, his net in- 
come will be $100 less. If he does not 
make it, over-all company profit will be 
$1,000 less. 


RETURN ON INVESTMENT 

In a business with a requirement for a 
large and growing capital investment, it 
has been found that the best control tool 
is the concept of return on investment. It 
is believed that the effective use of this 
tool, in a business such as the oil field 
service, will do much to minimize over- 
building, with resulting overcapacity. In 
the service industry, low utilization is the 
major profit pitfall which must be 
avoided. 

In determining return on investment, 
“return” is considered to be the station’s 
net income after a// company expense has 
been prorated. Net income is equivalent 
to income before federal income taxes for 
the company. In computing a station’s 
“investment,” assets used by the station 
are considered. While the net worth ap- 
proach to investment has much in its 
favor, it is felt that assets in use is a su- 
perior one. The prime reason is that the 
objective is to measure how well a man- 
ager uses assets intrusted to his care. 
Where the company obtains these assets 
(e.g., accounts payable, notes payable, 
owners equity, etc.) is of no concern to 
the manager and should not enter into the 
formula. In the same manner changes in 
the ratio of equity to total assets, for ex- 
ample, should not result in a change in 
the rate return. This would be the result 
if net worth were used. (Perhaps “‘capital 
employed’’ would be a more descriptive 
term than “investment.” ) 

In determining the amount of invest- 
ment at a station, three factors are consid- 
ered. These are: (a) fixed assets; (b) in- 
ventory; and (c) working capital. Items 
(a) and (b), for control and tax pur- 
poses, are segregated on the books by in- 
dividual station and obtaining an amount 
for a station is relatively simple. For ease 
of computation, working capital require- 
ments are considered to be twice the 
monthly standard cost of sales based on 
the sales quota, less depreciation. Depre- 
ciation expense is excluded because this 
expense does not affect the amount of 
working capital required. This method of 
determining working capital is used as 
the company utilizes centralized account- 
ing and therefore other assets (cash, re- 
ceivables, prepaid items, etc.) are not 
segregated on the books by individual sta- 
tions. 

Improvement in a station’s return on 
investment may be achieved by: 

Larger sales. 

Reduced costs—because a 
will not only increase profits but, under 


the formula used, will also reduce the § 


working capital portion of investment. 
(Continued on page 38) 
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Tax Highlights of 1957 


J. Henry Landman 


The year 1957 has given us another bumper crop of sig- 
nificant federal tax court decisions which help to explain 
our intricate federal tax laws. This year’s collection is 
divided into two categories—those rulings involving cor- 
porations followed by those pertaining to individuals. They 
should be of help in achieving accurate tax reporting. This 
is the ninth annual Tax Highlights article written by Mr. 
Landman especially for publication in THE CONTROLLER. 


CORPORATIONS 


Acquisition of a loss corporation for 
purpose of tax evasion or avoidance and 
the filing of consolidated returns lead to 
nonpermissive tax benefits. 

Sale of subsidiary stock by parent cor- 
poration to reduce holdings to less than 
80% so as to effect a tax loss on liquida- 
tion is proper.” 

Loss corporation purchasing assets of a 
profitable corporation in a different busi- 
ness is entitled to offset post-acquisition 
income with loss carryovers from its 
earlier years.3 

Form 870 waiving restrictions on as- 
sessments and collections of tax does not 
preclude the taxpayer from claiming a tax 
refund or bar the Treasury from assessing 
a further deficiency.* 

Truckers’ fines for overloading are not 
deductible because they are fines for vio- 
lating state laws and are therefore con- 
trary to public policy.® 

Exercise date of stock options and not 
the option or the payment date estab- 
lishes the taxable date.® 

Rapid amortization of World War Il 
emergency facilities is restricted to the 
part of the facilities covered by a neces- 
sity certificate.7 

Corporations may be partners and there- 
fore must pay taxes on opments 5 profits 
in the year earned and not received though 
they are on a cash basis.8 

Reserves for unperformed services are 
reportable when the Treasury audit is 
made even though the statute of limita- 
tions has run.® 

Amortization of leasehold costs and im- 
provements over the period of the lease 
and only the first renewal period is 
Proper when it is reasonably certain that 
the taxpayer would renew the lease but 
once,1¢ 





Contested tax liability is deductible by 
an accrual taxpayer when litigation is 
finally ended notwithstanding previous 
payment.14 

Cash payment between two corpora- 
tions in a split-up of a corporation to 
equalize asset values is not taxable.!? 

Automobile dealer sales yield ordinary 
income where the company use of cars is 
only incidental.18 

Retroactive revocation of a, founda- 
tion’s exemption is improper in the ab- 
sence of fraud, and the assets would have 
been wiped out.14 

Damages by way of lawsuit or settle- 
ment of a claim yield capital gain or 
ordinary income depending on the nature 
of the claim.15 

Depreciation adjustments made in one 
tax year are not necessarily binding on 
the Treasury for subsequent years.1¢ 

Throwback adjustments to earlier years 
on unauthorized change in accounting are 
not proper except when the taxpayer 
agrees,17 


Judicial opinions and Treasury 
rulings which help to explain 
our intricate federal tax laws 











Net operating losses of consolidated 
return years do not reduce basis of sub- 
sequently issued stock.18 

Deficiency notice if sent by ordinary 
mail is valid if received.1® 

Over-ceiling wage payments in viola- 
tion of the Defense Production Act are 
disallowed as deductions.?° 

Election to amortize a bond premium 
must be made on the tax return.?1 

Commissioner's failure to object to ac- 
counting method constitutes a waiver and 
is estopped thereafter from questioning 
the change.?? 

Consents extending the statutory period 
of limitations upon assessments of in- 
come and excess profits taxes will be 
asked for only in cases involving unusual 
circumstances.23 

Bonuses to an executive for past serv- 
ices if reasonable in amount are deduct- 
ible.?4 

Nonvoting common stock issued in a 
recapitalization is treated as preferred 
stock (Sec. 306) and is fully taxable.?5 





J. HENRY LANDMAN, Ph.D., J.D., J.S.D., is a New York 
City tax attorney. He is a member of the Income Tax Com- 
mittees of the American Bar Association, the New York State 
Bar Association, the New York County Lawyers Association, 
the Federal Bar Association, the Federal Bar Associa- 
tion of New York, New Jersey and Connecticut, the Na- 
tional Association of Manufacturers, and the Federal Tax 
Forum. He is also professor of tax law at the New York 
Law School and tax counsel to the Foreign Tax Group 
of the New York City Control of Controllers Institute. 
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Retroactive revocation of tax-exempt 
Status is proper when based on mistake 
of law.76 

Exchange of oil rights for land is a 
tax-free exchange.?* 

Tax returns and bookkeeping should 
be on same method of reporting in- 
come.*8 

Interest paid on notes to stockholders 
of parent corporation though they are 
creditors of its subsidiary is a dividend.?® 

Lifo inventory replacement is deter- 
mined by reference to the cost of the 
items in the order of their acquisition 
during the years of replacement.*° 

Contributions to corporate capital are 
not but payment for a service is taxable 
corporate income.*1 

Payor’s expense deductions to related 
taxpayers are proper even if they are only 
credited to the personal accounts of the 
shareholder-officers on the corporation’s 
books.32 

City sales tax based on one day’s op- 
erations is an unreasonable basis.*# 

Exempt organizations may have income 
from those activities on which the exemp- 
tion is based without losing their status 
and without having the income taxed as 
unrelated business.*4 

Valuation of property must be sup- 
ported by substantial evidence, and the 
courts cannot arbitrarily ignore expert ap- 
praisals.35 

Corporate surtax exemption is denied 
controlled corporation formed for the sole 
purpose to obtain the exemption.*® 

Injunction against the collection of a 
tax will be allowed only if the collection 
would cause taxpayer's ruin.37 

Donees of agricultural and manufac- 
tured products will after March 1, 1956 
use donor’s basis and not fair market 
values.38 

Preserve tax returns for three years ;3® 
and it is better to keep them six years.*° 

Blocked foreign income may be de- 
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ferred including capital gain but not 
capital losses.42 

Trade catalog costs subject to changes 
may not be capitalized but are currently 
deductible.*? 

Spin-offs and split-offs of controlled 
corporations to be tax free must have 
separate active businesses for the con- 
trolled and controlling corporations.*% 

Erroneous treatment of a transaction as 
nontaxable does not bar use of a higher 
basis under the estopped or consistency 
theories where a mutual mistake oc- 
curred.*# 

Inapplicable Treasury regulations do 
not outlaw timeliness of a tax election 
such as Lifo in inventory.*® 

Fire and business interruption insur- 
ance proceeds ate accruable in the year 
water damage is fully determinable.*¢ 

Liquidation of a subsidiary allows a 
deduction to the parent corporation for 
the subsidiary’s worthless common stock 
when all the subsidiary’s assets are ab- 
sorbed in settlement of its preferred stock 
claims.47 

Salvage value must be taken into con- 
sideration in advance in the employment 
of the straight-line, sum-of-the-digits, 
and the declining-balance methods of re- 
porting depreciation.*® 

Spin-off of old business was not tax 
free where the retained new business had 
not been actively conducted by the cor- 
poration for at least five years.*® 

Merger of 16 separate corporations to 
carry over pre-merger net operating losses 
of three of them is not permissible be- 
cause of the absence of the continuity of 
the business enterprise.5° 

Debentures as investments of qualified 
employes’ trusts acquired. before March 
1954 do not disqualify the trust; those ac- 
quired after November 8, 1956 do; and 
those acquired in the interim will unless 
disposed of by June 30, 1958.51 

Interest deduction may be had for pen- 


STOCK GIFTS TO MINORS 
A guide to new legislation simplifying stock gifts to 
minors, now in effect in 40 states, Alaska, Hawaii and the 
District of Columbia, has been published by the New York 


Stock Exchange. 


In 1957, Alaska adopted the model law developed by the 
New York Stock Exchange to facilitate stock gifts to chil- 
dren. Thirteen states and the District of Columbia had 
passed similar legislation in 1955 and 1956. In August 
1956 the National Conference of Commissioners on Uni- 
form State Laws approved the Uniform Gifts to Minors 
Act, based on the Exchange’s Model Law. 

The legislative guide is available without charge from 
the Publications Division of the New York Stock Exchange, 
Room 1404, 11 Wall Street, New York 5, N. Y. 
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alty payment made on prepaying mort- 
gage debt.5? 

Cost of protecting the value of stock 
held by an investment company is a de- 
ductible business expense.5% 

Deferment of prepaid income of tele- 
vision service contracts is disallowed be- 
cause of poorly prepared and presented 
records.>4 

Lease to newly organized sales subsid- 
dary corporation constitutes such an im- 
proper business transfer as to disallow 
the $25,000 exemption and the $60,000 
accumulated earnings credit.55 

Completed-contract reporting of in- 
come may be elected on first return as a 
permanent practice; otherwise, such elec- 
tion requires Treasury's approval.5¢ 

Premiums paid on majority stockholder 
life imsurance are not dividends if the 
policy is owned by the corporation.5? 

Assessment of tax must be paid 
promptly to the Treasury after the tax 
return is filed.58 

Exempt medical foundation will be 
taxed on its income from its clinical op- 
erations when it is disproportionate to the 
exempt activities.°® 

Lessee corporation’s improvements are 
depreciable over the useful life and not 
the shorter stated life of the lease where 
the stockholder is lessor.®° 

Strict vacation pay accrual rule has 
been postponed until January 1, 1959.®1 

Revenue agents are denied the right to 
testify in private litigation.®? 

Local property tax is accruable on date 
of lien or personal liability,®* or by elec- 
tion ratably over the real property tax 
period.*4 This date is January 1 in the 
year the lien attaches in New York City. 
It seems the Commissioner has abandoned 
the assessment date theory (G.C.M. 
21373, C.B. 1939-2, p. 82). 

Abandonment loss deduction is pred- 
icated on the end of usefulness and on 
absolute abandonment in the same taxable 
year.®5 

Prepaid subscription income may be 
deferred over their lives if it is the pub- 
lisher’s practice, but expenses therewith 
after March 11, 1957 are deductible when 
paid or incurred.%6 

Unreasonable accumulated earnings tax 
is imposed when the amount is unreason- 
able and the purpose is to avoid tax on 
shareholders. The burden of proof as to 
the former may be shifted to the Treasury 
but never the latter.®7 

Finders’ fees for obtaining mortgage 


loans must be amortized over the life of | 


the mortgage.®§ 

Expenses allocable to income made ex- 
empt by statute are not deductible, but 
are deductible when incurred to recover 
insurance proceeds despite the nonrecog- 
nition of gain.® 





Interest deduction is allowed the cor- | 


poration where its former stockholders 
paid the interest under the terms of an 
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agreement they had made when they sold 
their stock.7° 

Sale of some subsidiary stock before 
liquidation to reduce the parent corpora- 
tion’s control to less than 80% results in 
a recognized tax loss.7 

Stockholder’s costs in a derivative ac- 
tion against officers are proper corporate 
expense deductions even though the cor- 
poration lost in the litigation.’? 

Casualty or abandonment loss is denied 
for anticipated future losses.73 

Dealer reserves are not income until 

aid.*4 

Mailing, and not receipt, date starts 
the running of the time for filing a Tax 
a which is not a fact in the 
case of filing tax returns.75 

Preferred stock issued by a publicly 
held corporation in a reorganization does 
not create a “‘bail-out’’ taxable dividend.*® 

Prepaid insurance premiums ate de- 
ductible when paid, even though cover- 
age was for subsequent years.77 

Five-year amortization certificates for 
defense projects are restricted immedi- 
ately in their procurement and will not be 
issued at all after December 31, 1959.78 

Clay depletion is computed on the basis 
of gross income derived from the sale of 
finished brick and tile products.*® 

Expenses of unsuccessful search for 
business are not an allowable deduction. 
If the taxpayer finally organized a busi- 
ness, the aforementioned expenses might 
be capitalized.®° 

State income tax on interstate business 
is proper.81 

Bribes to foreign officials are deductible 
as an ordinary and necessary business ex- 
pense.8? 

Revaluation of employe trust assets to 
reflect unrealized appreciation or depre- 
ciation does not ordinarily jeopardize the 
status of tax-exemption.8* 

Employer contributions to pension 
trusts to fund deficits arising from a loss 
in asset values represent a supplementary 


. deductible cost.84 


Manufacturers’ excise tax is not pred- 
icated on the inclusion of transportation 
and delivery costs. 

Stamp taxes are not required when a 
corporation transfers amounts from 
earned surplus to capital without issuance 
of stock.86 

Straight-line depreciation, changed from 
the declining-balance variety, may be ef- 
fected without Treasury permission only 
as applied to new property acquired after 
1953. 

Uncollectible accounts for services to a 
political party are not deductible as bad 
debts though previously reported as in- 
come.§8 Treasury ruling is questionable as 
to correctness. Section 23(k)(6) is de- 
signed to forbid political contributions. 
In the instant situation, the taxpayer had 
reported originally the income for services 
rendered. 

Industry-wide advertising costs may be 
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“Don’t worry about your work piling up at the office. 
It'll all be taken care of when you get back.” 


disallowed to the extent that they are in- 
dustrial lobbying advertisements.5® 
Contributions to political candidates or 
parties are not tax deductible.® 
Manufacturers’ excise tax may also ap- 
ply to the sales-use tax as a base. 
Interest and service charge for credit 
sales are not subject to excise tax.9? 


INDIVIDUALS 

Welfare payments ate tax exempt,®? 
including social security benefits,9* un- 
employment insurance benefits paid under 
state law,®® disaster benefits,9® and casu- 
alty losses.97 

Disability pension allows a taxpayer to 
earn other income in another field.9% 

Payments by employer to deceased em- 
ploye’s widow, ate a tax-free gift,®® but 
are treated by the Treasury as taxable in- 
come.199 In the Rodner!®! case, it seems 
that the gift exemption of such voluntary 
payments is limited to $5,000. 

Sick pay exclusion is lost on early re- 
tirement for disability unless plan pro- 
vides for disability retirement.1°? 

Disability payments are subject to in- 
sured’s income tax liability.1°* The sec- 
ond Circuit Court refused to follow the 
principle that the beneficiary for life in- 
surance was not liable to pay the dece- 
dent-insured’s unpaid income taxes out of 
the proceeds.1°* The Tax Court con- 
tinues to rule that life insurance proceeds 
are subject to transferee liability for un- 
paid income taxes.19% 

Medical deductions include cost of 
training at special schools for the inca- 
pacitated.196 

Sale of real estate subdivisions is not 
necessarily a trade or business with or- 


dinary income tax consequences. Capital 
gain consequences can follow if one is 
actually an investor.17 

Business bad debts arising from guar- 
anties are short-term capital losses,!°8 but 
may be full losses where there is an iden- 
tity of interest of the corporation and the 
stockholder.1°® The Putnam decision does 
not outlaw Section 166 of the 1954 In- 
ternal Revenue Code which assures a full 
business bad debt deduction if both parties 
are noncorporate and the right of re- 
imbursement is worthless. 

Option to acquire patent is treated as 
capital gain when the option is exercised 
or as ordinary income in the year of 
lapse.110 . 

Casualty losses in business or nonbusi- 
ness properties are the lesser of basis or 
loss in value before and after the event.111 
If the fair market value of the property 
before the casualty is less than basis, Reg- 
ulations, Sec. 1.165-3(c)(1) yields a 
larger deduction. 

Fire loss may be deferred by progres- 
sive water damage until insurance pro- 
ceeds are received.1!2 

Sale or assignment of oil payments 
carved out of royalty interests, leasehold 
estates and leasehold interests yields cap- 
ital gain, and is not assignment of an- 
ticipatory income.118 

Strike benefits are taxable income even 
though accorded only to the needy work- 
ers. However, such benefits are not sub- 
ject to the social security tax and are not 
subject to withholding.1!4 

Support payments after an unrecog- 
nized Mexican divorce are nevertheless 
deductible.115 


(Continued on page 18) 
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Child support is not includible in ali- 
mony for federal tax deduction.11¢ 

Expense in connection with a property 
settlement in a divorce litigation is de- 
ductible as being incurred for the con- 
servation of property held for the produc- 
tion of income.!17 

Alimony deduction is denied husband 
where the income is derived from a trust 
with the remainder to charity because it 
was not income to the husband.118 

Alimony in connection with a divorce 
or separation may not be subjected to an 
allocation on collateral provisions of the 
agreement for the support of children 
unless specifically provided.1!® 

Loss sustained by a stockholder officer 
is his fully deductible loss where he 
would get all the profits, he bears all the 
losses and he is otherwise the actual busi- 
ness enterprise.!*° 

Dependent must not have a gross (not 
net) income of $600 to qualify.!*1 

Pension, stock bonus or profit-sharing 
plan which permits employe to elect 
death beneficiary before retirement dis- 
qualifies plan.1?? This prohibition appears 
unwarranted. 

Cost of liquor for entertainment and 
promotion of good-will in a dry state is 
not deductible as being contrary to public 
policy.1*8 

Personal exemptions exclude common- 
law wives, but include full-time students 
even though latter attend some evening 
classes or hold contemporaneous full-time 
jobs.124 

Gifts to minors create ultimate income 
which if used to support or maintain the 
minor by anyone, makes such income 
taxable to the one legally obligated to 
support him.!5 

Lump-sum distribution from a profit- 
sharing plan is not capital gain where 
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executive services continued without com- 
pensation.1°6 

Transfers made to avoid tax without 
business purpose are ignored tax-wise.127 

Corporation’s payments to former stock- 
holder to induce sale of his stock are de- 
ductible business expenses as necessary to 
preserve taxpayer's business!?§ and are 
not dividends.!*9 

Life insurance proceeds are not sub- 
ject to deceased’s income tax liability,1°° 
except when the Government’s lien ante- 
dates death, but the Third Circuit Court 
of Appeals! holds to the contrary to 
the extent of the cash-surrender value. 
The Tax Court consistently holds that the 
entire life insurance proceeds are subject 
to the Treasury's tax claims.1°? 

Cancellation of a distributor's contract 
yields ordinary income when the transac- 
tion is not a sale or exchange,!*? but an 
extinguishment. It may now be a capital 
transaction in the case of a lessee on his 
lease cancellation and of a distributor of 
goods if a substantial capital investment 
is involved.134 

Incorporated talent contracts yield per- 
sonal holding company income if the prin- 
cipal stockholder owns at least 25% of 
the company’s stock, exclusive of amounts 
covering services of the supporting 
costs. 185 

Corporate distributions to widows and 
dependents are taxable dividends even 
though not in proportion to stock hold- 
ings.136 

Water well loss constitutes a good 
abandonment loss if it qualifies, but not 
as a casualty loss because it has no iden- 
tifiable event.137 

Resort, hotel or athletic club expenses 
paid by employes to “keep fit” are not 
deductible medical expenses; such ex- 
penses paid by employer on behalf of 
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employes are deductible by employer as 
additional compensation.13§ 

Estoppel precludes taxpayers from 
claiming tax refunds after they sign an 
agreement (Waiver Form 870-TS) .189 

Exercise of option to buy employer's 
stock resulted in additional compensation 
to employe-husband although granted to 
wife in consideration of her own money.14° 

Legal costs in divorce proceedings are 
deductible only to the extent they are al- 
locable to the conservation of income- 
producing properties.141 

Excise tax on club dues applies to as- 
sessments even though unenforceable un- 
der state law.142 

Athletic club expenses are not deduct- 
ible as medical or business expenses un- 
less they are specifically of such nature.148 

Social club dues and initiation fees ate 
subject to excise taxes; but dues and fees 
paid to a fraternal society are not so 
taxed.144 

Common stockholder’s expenses in op- 
posing railroad reorganization are de- 
ductible,1#5 because they are not costs of 
perfecting title.146 

Penalties for substantial underestima- 
tion and for failure to file a declaration of 
estimated tax may be simultaneously im- 
posed.147 

Bookmaker’s rent and wage costs 
are deductible expenses, even if the op- 
eration is contrary to public morals.148 

Corporate business loss is deductible by 
an officer-stockholder where he would get 
all the profits and bear all the losses.149 

Retirement system death benefits under 
state retirement system may escape tax 
lien in the absence of an assessment no- 
tice and a demand for payment during 
the member’s life.15° 

Mechanics’ liens had priority over fed- 
eral tax liens which were recorded after 
the former.1>1 

Prepaid membership dues one year in 
advance are reportable when received 
though the taxpayer be on the accrual 
basis.152 

Sale of sand and gravel for five years 
at a price per ton with a reconveyance 
provision yields capital gains.158 

Sales of iron ore mining leases are sales 
though the consideration consists of roy- 
alties per ton for three years in addition 
to a substantial down-payment.154 

Deferred pay executive contract is val- 
ued at death for estate tax purposes even 
though the decedent-executive might have 
forfeited some rights thereunder had he 
been alive.155 The beneficiary receives 
taxable income subject to a deductible al- 
locable portion of the estate tax.156 

Spread-back of ordinary income from 
inventions for tax purposes does not per- 
mit time spent on commercial develop- 
ment to satisfy the minimum work pe- 
riod. 157 

Grant of a perpetual right to use air 
Space over an existing building qualifies 


(Continued on page 41) 
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THE USE OF MANAGEMENT YARDSTICKS FOR 
Capital Expenditure Decisions 


Edward G. Koch The “pars” to justify expenditures, 
the techniques and the limitations 


N RECENT YEARS, individual company EXHIBIT | 
managements have freely revealed the 


sf S Payout Period 
techniques used in determining acceptable Y 








i i llin Return on 
yardsticks for planning and controlling Ret 
capital expenditures. The publications of pr Spo ii = aoe a” taxes 
i iati 4) AXE. CCla 
20 —— agg wh : — Company & depreciation before taxes depreciation depreciation 
ontrollers Institute of America, Nationa - 
ea Dow Chemical XXX XXX 
Association of Cost Accountants, — Pina or ey _ ae 
other professional business groups have — forg Motor an 
evidenced this trend. While company _ Bridgeport Brass XXX 
managements have reported about their Diamond Match XXX 
use of investment-worth and cash-recovery # 
standards, they are silent on the specific neon saa ae XXX 
“pars” that guide their investment deci- yy teins ‘ia ial 
sions. : : National Gypsum XXX 
General statements like the following — Standard Oil (N.J.) XXX 
are rather common, but are not too mean- 
inoful: Sylvania Electric XXX XXX 
oe: Atlantic Refining XXX 
Diamond Match Company: The payout General Dynamics XXX 
period most desired by the company is two _Bigelow-Sanford XXX 
to four years, based on earnings or cost Dv Pont XXX 
savings before taxes. This period will vary, 
of course, depending upon the nature and oer os = ‘ia 
H * enerail rooas 
the amount of any given expenditure. pene an = 
lational Gypsum Company: In the area Monsanto Chemical XXX 
A YP pans Owens-Illinois XXX XXX 


of improvement and replacement projects, 
we scrutinize each proposal carefully, in- 
Siting that the replacement pay out m « * * * © © © © © @© @ @ @, 0) @ we 6  @= eye 
three to five years through estimated sav- 
ings. While net profit return on investment Some companies look upon the savings 
(after taxes and epic is fairly and earnings after taxes, but before de- 
general, a small random sample of com- acy as the actual cash-recovery pay- 
1. The types of pars adopted to justify panies (Exhibit 1) shows the wide varia- back. The practical significance here is 
capital expenditures ; tion in the basis used for the payout-pe- that any capital project operated at a 

2. The techniques of determining the riod calculation. break-even point generates cash which is 
using of these yardsticks; and 

3. The limitations in the use of such 
standards by management in their capital- 
investment decisions. 


The purpose of this article is to discuss: 





; | DR. EDWARD G. KOCH is a University of Toledo profes- 
4 . sor of Business Administration and consultant to industry 
and government. During his 22 years of controllership and 
finance management experience, he was controller of the 
Jell-O, Minute, Certo and Calumet divisions of General 
Foods Corporation; controller in the Manufacturing Services 
Division of the Ford Motor Company; treasurer of General 
Motors Manila, Philippine Islands, and treasurer of North 
East Electric Company of Canada of General Motors Cor- 
poration; and assistant to the controller of Phelps Dodge 
Corp. He received his Ph.D. from the University of Michigan. 


COMPANY YARDSTICKS 

While the payback yardstick alone is 
still common among many companies, 
and is still used solely for investment 
decisions, the medium- and _ large-sized 
companies tend to adopt both return on 
investment and payoff period as bench- 
marks. Some of the larger companies use 
Only the return-on-investment measure- 
ment. These tendencies are borne out 
by a National Industrial Conference Board 
survey of 361 companies on capital-ex- 
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equivalent to the depreciation charges. 
Thus, depreciation should be excluded, to 
decide among alternatives on the basis of 
cash generated from savings or earnings 
alone. But in these same companies, the 
net profit return on total investment is 
used as a measurement of investment 
worth. 


REASONS FOR THE 
RETURN-ON-INVESTMENT EMPHASIS 

The recent emphasis on the use of the 
return-on-investment yardstick stems from 
the desire of management to meet the op- 
portunities and to avoid the penalties of 
a highly competitive and growing busi- 
ness economy. The philosophy of man- 
agement which brings about this emphasis 
is clear. The ultimate criterion of the 
soundness and strength of company 
growth comes from the ability of manage- 
ment to successfully employ additional 
capital at a satisfactory rate of return. 
The company that is merely expanding at 
declining rates of return on investment 
will eventually be brought to a halt for 
lack of expansion capital. Thus, any eval- 
uation of the company management's ef- 
ficiency must be based on the successful 
employment of capital. 

Accordingly, many companies establish 
a standard return on total assets employed 
and use this guide not only for investment 
decisions, but as a measure for the profit 
efficiency of company units. This practice 
is adopted to take remedial actions where 
necessary, especially in adjusting to long- 
range profit goals. Some companies, like 
H. J. Heinz Company and General Foods 
Corporation apply the par return on assets 
employed down to individual products. 
Others, like Ford Motor Company, Gen- 
eral Motors Corporation and Chrysler 








basis of ‘outside’ competitive pricing and 
the profit performance of successful com- 
petitive companies. 

These companies and others with multi- 
divisional organization, in which the divi- 
sions buy products, parts and services 
from one another, use the nearest device 
to an automatic profit-control “regulator.” 
In such companies, each division is estab- 
lished as a separate profit center and is 
required to supply the buying divisions at, 
or better than, the prices of outside efh- 
cient “‘competitive’” producers and sup- 
pliers. (For the Ford Motor Company 
profit center organization policy see Ford 
Motor Company Policy Letter No. 8, ‘‘Re- 
lations Between Divisions and Staff,” July 
13, 1950; for competitive pricing policy, 
see the Wall Street Journal, ‘Price Re- 
search,” September 14, 1954, p. 1.) In 
practice, the buying division secures the 
best outside quotation and should the 
vendor division find it unable to supply 
at that price, the buying division may 
purchase from outside the company. How- 
ever, the vendor division may attempt to 
meet the competitive price to keep the 
business, but since it is forced to earn a 
standard profit return on investment, the 
supplying division is automatically com- 
pelled to cut cost sufficiently to supply at 
the price of the outside source. 

Naturally, this automatic profit-control 
regulator puts pressure on improved pro- 
ductivity throughout the company. The 
direct effect of this program is a constant 
search and need for new fixed-capital in- 
vestment and replacement facilities to 
keep abreast of up-to-date technological 
advancements and production methods. It 
is fair to say that this is an important 
reason why automation has progressed 
farthest in multidivision companies with 
a built-in profit “controller.” Such com- 


Corporation, establish divisional standard 
profit return on assets employed on the panies use and devise a painstaking sys- 
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tem of cost analysis to’ appraise the sav- 
ings of cost-reduction capital proposals. 
The estimated cost economies of capital 
projects are generally measured in terms 
of (1) the average return on the gross 
capital investment and (2) the payoff 
period. 

While many companies give undue pre- 
occupation to various controls based on 
net profit as a per cent of sales, the key 
operating factors affecting return on in- 
vestment, particularly via sales turnover 
in investment (the use of investment), 
bear watching. The accompanying chart 
(Exhibit II), illustrating the relationship 
of factors making up total return on in- 
vestment, reflects the thinking of those 
companies which place a large significance 
on the concept of return on investment. 

The concept is certainly not new be- 
cause it is basic to sound business manage- 
ment. What is new, is the fact that it was 
formalized in the managerial strategy of 
General Motors Corporation and the Du 
Pont Company more than 35 years ago 
and has been adopted within the past 
decade by a whole host of multidivisional 
companies ranging from General Dynam- 
ics to West Virginia Pulp and Paper 
Company. The formal return-on-invest- 
ment concept has been found to be a 
helpful management tool by these com- 
panies, whether or not internal competi- 
tive pricing is adopted. Companies using 
the concept of return on investment for 
profit efficiency, also adopt it as a basic 
measurement of capital expenditures. (For 
the General Motors Corporation view, see 
Oscar A. Lundin, NACA Bulletin, July 
1956, Sec. 2, p. 1431.) 

Thus, the modern management of capi- 
tal expenditures calls for a return-on-in- 
vestment yardstick in addition to the pay- 
out standard. It is all the more important 
to use both because the new investment 
may entail other assets in addition to the 
capital expenditures. Moreover, it must 
be certain that these are always taken into 
account in all capital project proposals. 
All too often, it is forgotten that other as- 
sets, especially additional working-capital 
items are involved in the project as a 
total gross investment, not only the capital 
expenditure itself. It is clear that invest- 
ment decisions should encompass the 
project worth on the basis of added re- 
turn on added investment. The heart of 
good capital expenditure management, 
then, is the measurement of the invest- 
ment worth of individual projects in 
terms of a par return on total of assets 
employed. 


CASH RECOVERY AS A YARDSTICK 
Attention is now turned to the cash-re- 
covery period as a yardstick. Most com- 
panies do not seem to prefer this measure 
in terms of cash generation from net earn- 
ings plus total depreciation (a noncash 
expense). More often than not the prefer- 
(Continued on page 22) 
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Here’s the efficient way to reamburse your 
salesmen under the Traveletter System 





The Traveletter System for reimbursing trav- 
elers is that simple. Each week the holder of 
a Traveletter authorization writes a Travel- 
order [draft] for his actual expenses — not to 
exceed Ais authorized limit. He may cash his 
Travelorder through his normal channels, or 
when he travels, at any hotel or motel. He then 
returns his expense report to the home office 


8:31 A.M. Friday — Salesman in the manner prescribed by his company. 
completes his expense report 





Thus the traveler is immediately reimbursed 
in cash and the home office is relieved of the 
necessity of making cash advances, writing ex- 
pense checks and rushing approval of expense 
reports. 

The Traveletter System is used by companies 
employing from 1 to 1500 travelers, including 
United Aircraft Corporation, American Cyan- 
amid Co., Western Electric Co. and many 
others. 








8:45 A.M. — Salesman cashes 
Travelorder for week’s expenses . Substantially increases the control of 
and returns expense report to travelers’ expenses 

home office 7 


—_ 


. Materially reduces the cost of reim- 
bursement procedure 


. Increases cash reserve 
. Simplifies bank relations 


. Aids the Sales Department 


NM & YW 


. Traveletter is a fixed cost 


(Our rates are the same as in 1941) 











Traveletter 


The Modern System for handling 
Travel Expenses . . . Since 1894 


8:48 A.M. — He’s off to make his 
sales calls 






DESCRIPTIVE BROCHURE ON REQUEST 


TRAVELETTER CORPORATION e GREENWICH 2, CONNECTICUT 





ence seems to run toward viewing savings 
or earnings after taxes but before depreci- 
ation as the “actual’’ cash return on the 
“given” project; this point was touched 
on earlier. However, the cash-recovery 
measurement is primarily a liquidity con- 
cept for conserving cash rather than judg- 
ing profit efficiency. In some cases, the 
cash-recovery period is used for a rough 
screening of i ae ENE propos- 
als. It also can be useful for appraising 
risky investments where the rate of depre- 
ciation and/or obsolescence is especially 
difficult to determine. Since cash payback 
heavily weighs near-term earnings, and 
entirely ignores distant earnings, it con- 
tains a kind of built-in insurance against 
the possibility of a short economic life. 

While the cash-recovery standard is usu- 
ally an arbitrary determination, based on 
the individual company’s premium toward 
cash, it may reasonably be predicated on 
the cost of permanent or equity capital, 
as discussed later. 

It may be of interest to note that ac- 
cording to McGraw-Hill Surveys of plant 
and equipment expenditures, over 80 per 
cent of all manufacturing companies ex- 
pect to get their money back in five years 
or less, and more than a third of them ex- 
pect their money in three years or less. 
However, the basis of payoff depends 
upon the specific definition of cash recov- 
ery which is left to each respondent com- 


pany. 


INVESTMENT-WORTH STANDARDS 

The standards of profit return and pay- 
out on capital expenditures, if manage- 
ment wants the latter measure, should cor- 
relate with a company’s objective of the 
net profit (after taxes) return on invest- 
ment. 

For the company as a whole, incremen- 








tal savings or earnings on additional in- 
vestment should conform to management's 
goal for the company’s net financial re- 
turn after taxes on total assets employed. 
The most efficient and profitable business 
organizations over the economic cycle con- 
sistently earn in the range from 10 to 15 
per cent net profit after taxes on total as- 
sets employed—the upper range is ex- 
ceptional. A standard investment return, 
however, varies with the type of business, 
risks, degree of competition, ease of entry 
and other market conditions. In most 
companies, a reasonable target for return 
on investment would be 10 per cent 
(after taxes) on total assets. Expressed in 
terms of payout period, the investment- 
worth standard would be ten years. It is 
interesting to observe that Westinghouse 
Electric Corporation in its present cost- 
reduction drive is insisting upon a man- 
agement par of 20 per cent return (10 
per cent after taxes) on total assets. 
(Wall Street Journal, January 3, 1957, 
p. 5 and Business Week, February 9, 
1957, p. 84.) 

But these yardsticks of investment 
worth are only a general guide for the 
entire company. In multidivisional com- 
panies, specific division goals are re- 
pa Investment-worth standards are 

eveloped for each division and subsidi- 
ary of a company according to manage- 
ment’s profit goals on total assets em- 
ployed in each type of business making 
up the whole company operation. For 
example, in the automotive industry, di- 
visional standards range widely from 5 
per cent to 20 per cent after taxes depend- 
ing upon the products or service involved 
—the general manufacturing standard av- 
erages about 1214 per cent after taxes. 
Financial studies of like outside competi- 
tive businesses, combined with executive 
judgment and knowledge, help manage- 





“He doesn’t like to be pushed. Do you have 
one that says ‘Get Well At Your Convenience’?” 
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ment to establish goals for return on total 
assets employed. These goals, in turn, 
will determine the investment-worth stand- 
ards for capital expenditures in each com- 
pany division and/or product. Accord- 
ingly, management decisions on capital 
expenditures may be actually controlled 
by predetermined profit objectives. The 
return on investment pars are expressed 
for each division or product as follows: 


Net return (after depreciation and 
taxes) On gross investment (gross capital 
expenditures, plus working capital and 
other fixed assets, if any). 

Period to pay back proposed expendi- 
ture out of net earnings (after deprecia- 
tion and taxes). 


All capital-expenditure proposals may 
report the estimated savings or earnings 
on both these bases as compared with the 
accepted investment-worth pars. The bases 
are reciprocally the same only when total 
capital expenditures and gross investment 
are identical. However, there are instances 
when they are reciprocally different be- 
cause new investment may involve not 
only gross-capital expenditures (direct- 
cash expenditures for machinery and 
equipment) but other fixed assets (such 
as increased warehousing) and additional 
working capital (like inventory invest- 
ment). In these instances, the return-on- 
investment yardstick would be of mote 
practical significance than the payout pe- 
tiod of the expenditure. As previously 
mentioned, it is important that estimated 
added savings or earnings are related to 
added total investment required for a 
capital project, not merely to the outlay 
for the capital expenditure alone. 

For realistic profit-center (division and 
subsidiary) standards, which apply to ac- 
tual profit performance on assets em- 
ployed as well as to added savings or net 
profit on added investment, it is prefera- 
ble to establish internal competitive pric- 
ing rather than mark-up pricing between 
intracompany units. It is also advisable 
to base the profit-center standards on the 
proration of central office or corporate di- 
vision assets, which are not direct invest- 
ments of the division or subsidiary. 

Even if internal competitive pricing is 
not adopted and some base period se- 
lected for par divisional return on invest- 
ment, such divisional standards are useful 
in appraising both the actual net-profit 
performance on total assets employed, 
and the estimated savings or earnings on 
capital-investment projects. When repott- 
ing monthly financial results to manage- 
ment for possible corrective action, profit 
performance of each company unit is re- 
ported on the basis of actual profit return 
on total assets as compared with pat 
return on total assets employed—both 
monthly and year-to-date actual profit re- 
sults are related to total assets employed 
at the month-end to simplify the presenta- 
tion. (Sometimes averaging of investment 


is used. ) (Continued on page 48) 
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The Borden Company uses Bruning 
Copyflex Copying Machines to re- 
produce operating and statistical 
statements directly froi. work 
sheets. Copyflex eliminates slow, 
costly clerical copying, assures fast, 
accurate processing of reports. 





Sawyer’s Inc., creators of View- 
Master, prepares accounting reports 
without retyping information. Any 
portion of an original can be repro- 
duced by Copyflex for distribution 
to different departments. Six typists 
have been freed for other work. 





The Celotex Corporation plants 
make up detailed cost and financial 
statements on original forms. From 
these originals copies are mechan- 
ically made with Copyflex. This 
eliminates the cost, time, and errors 
of typing statements. 


The American Steel & Wire Division 
of United States Steel adds new 
information to written originals of 
cumulative reports and makes up- 
dated Copyflex copies. This speeds 
preparation of reports, has freed 
many typists for other work. 





Chicago, Rock Island and Pacific 


Railroad produces copfes of |.C.C. 
reports, waybills, and a variety of 
other reports directly from written 
originals with Copyflex. This elimi- 
nates time and cost of typing copies, 
saves thousands of dollars annually. 





Schenley Industries, Inc. uses 
Copyflex to reproduce many ac- 
counting, sales, legal, and budget 
reports from original work sheets. 
Management gets important infor- 
mation faster. Clerical costs have 
been substantially reduced. 


Here’s Proof! You, too, can smash the Big 
Paperwork Bottleneck in Accounting Operations! 





Abbott Laboratories International Co. 
foreign subsidiaries post monthly 
entries on originals of cumulative 
reports and send them to the home 
office where Copyflex copies are 
made. This saves mailing expense, 
eliminates retyping of information. 





The California Packing Corporation 
uses Copyflex to copy updated sta- 
tistical reports from work sheets. 
Elimination of certain typing and 
proofreading operations gets current 
reports to executives hours earlier, 
sharply reduces clerical expense. 





Copyflex Model 110 copies originals 
11” wide by any length. Only $555. 
Other models available to copy 
originals up to 54” wide. Act now to 
slash paperwork in your accounting 
operations by mailing 
the coupon below. 











(BRUNING 








Charles Bruning Company, Inc., Dept. 12-U 
1800 Central Road, Mount Prospect, Illinois 
Offices in Principal U. S. Cities 

In Canada: 105 Church St., Toronto, Ont. 


Please send me my free copy of the 16-page booklet, “Shortcuts to 
Accounting.” 


Name Title 
Company 
Address 

City County State 



































“Hot Cargo” Banned 

The Interstate Commerce Commission has ruled that 
trucking lines could not legally accede to a ban on “hot 
cargoes.” In making the ruling, the Commission conceded 
that it did not have the authority to rule on the legality of 
“hot cargo” clauses as such and said that that power was 
within the jurisdiction of the National Labor Relations 
Board. 


Withholding Statements 

Form W-2 Withholding Tax Statement—1958 may be 
reproduced with slight variations in format and used by 
employers for federal tax purposes; the standards for re- 
production are outlined in the Internal Revenue Bulletin 
dated November 25, 1957. 


Employes’ Trusts 

The revaluation of trust assets by an employes’ trust, 
for purposes of determining the amount of employer con- 
tributions thereto, will not of itself adversely affect the 
qualification of the plan and trust under Section 401 of the 
1954 code. 


Income Tax 

The effect of a Supreme Court decision in refusing to 
review the case involving R. J. Reynolds Tobacco Co. is that 
bonuses paid to employe-stockholders were not deductible 
from taxable income. Under a profit-sharing plan, some of 
the employes received both stock and cash bonuses and 
the company claimed that the bonuses, like employe salaries, 
were a form of compensation and, therefore, deductible. 
The courts, however, ruled that the bonuses were actually 
additional dividends and thus were not deductible. 


Budget Surplus Off 

For the 1957 fiscal year the budget surplus is $49 million 
less than previously estimated. The excess of revenue was 
$1.596 billion compared to the previous estimated surplus 
of $1.645 billion. 


Income Tax 

Under certain conditions, a loss from the sale of accounts 
receivable constitutes a business deduction in computing a 
net operating loss of an individual or a fiduciary. 
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Speeches Are Not Entertainment 


When a dinner club’s sole activity is to hold meetings 


from time to time at which guest speakers lecture, the 


amounts paid as dues and initiation fees, or for the meals, 
are subject neither to the federal tax on admissions nor to 
the levy on club dues and fees. 









Supreme Court Decisions 
The burden of proof has been placed on railroads and 
other carriers in disputes with Uncle Sam over refund 
claims charged for hauling Government goods, according to 
a Supreme Court Ruling; this reverses a lower court ruling 
that the Government had to prove its refund claims before 
deducting alleged overcharges from subsequent payments. 
The Court sent back for further lower court hearings a 
case testing the now defunct “voluntary disclosure’ policy 
used by the Treasury Department to settle tax cases from 


1945 to 1952. 


Withholding Tax Applications 

The provisions of Section 3402 (j) of the 1954 code, re- 
lieving an employer from withholding tax on noncash re- 
muneration paid to retail commission salesmen, do not ap- 
ply to insurance salesmen. 


Atomic Electricity 

Electricity flowed from America’s first large atomic power 
plant at Shippingport, Pa. The Shippingport station of 
Duquesne Light Co. was built by Westinghouse Electric 
under contract with the Atomic Energy Commission. 


Savings Bonds 

U. S. savings bond cash-ins topped sales during Novem- 
ber 1957, but redemptions were the smallest since the same 
month of 1956. At the end of November, investors held 
$41.5 billion of bonds, a record high. 


Employment Taxes 

Social Security coverage extended to a U. S. citizen em- 
ploye of a foreign subsidiary of a domestic corporation, 
under Section 3121 (1) of the Federal Insurance Contribu- 
tions Act, ceases when such employe becomes a citizen of a 
foreign country. 


Industrial Production 

Output for the nation’s mines and factories in November 
1957 declined to 139% of the 1947-49 average, from 
141% in October and 146% in November 1956, accord: 
ing to the Federal Reserve Board. 


Members Only 

Individual revenue returns for 1955 showed 267 persons 
listing adjusted gross income of $1 million or more. In 
1950, there were 219 so-called millionaire taxpayers, the 
previous high. The ranks thinned a bit to 145 in 1953 and 
rose to 201 in 1954. —BENJAMIN R. MAKELA 
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: e 4 } : 
: Short cuts with Recordak Microfilming : 
; Latest reports on how this low-cost photographic process is simplifying routines : 
: for more than 100 different types of business . . . thousands of concerns : 





TAKES CHRISTMAS RUSH IN STRIDE 


SCHENECTADY, N.Y. 

You would expect the Billing Department at Wallace’s to 
reflect the frenzy of last month’s Christmas rush. But with 
Recordak Microfilming they’re getting the bills out on schedule 
same as every month—without extra help or overtime. 

Photographing the customer’s sales checks, and sending them 
out with the bill, ends need to list and describe each purchase. 
Only the sales check totals and credits are posted on bill. As a 
result, each billing clerk can handle 4 times as many accounts. 
Other advantages: Customer questions are answered in advance 
by sending original saies checks out with bill. And fire insurance 
rates on accounts receivable insurance are reduced by vault- 
storing Recordak Microfilms. 





SPEEDS THEIR SNAPSHOTS BACK 


OMAHA, NEB. 

Snapping pictures of ‘“‘snapshot envelopes” with a Recordak 
Junior Microfilmer lets Bri-Tone Division of Calandra Camera 
Company speed deliveries to some 2,000 “pickup” stations. And 
it cuts costs drastically —four times as many billing clerks would 
be needed if the data on envelopes were transcribed manually 
for office record. 

Completely accurate film records—which can be reviewed 
immediately in a Recordak Film Reader—also make it easier for 
Bri-Tone to answer questions about any shipment or to trace the 
occasional misdirected envelope of snapshots. 





whatsoever! 
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CLEARS TITLES FASTER 


LOS ANGELES, CALIF. 

In booming Los Angeles more than 4,500 multi-page docu- 
ments are recorded daily in the County Recorder’s Office—the 
busiest such office in the world. 

But Land Title Insurance Company, through the use of 
Recordak Microfilming in the courthouse, easily keeps abreast 
of it all, has a completely accurate record of all deeds, liens, 
and other real property instruments the very same day. Five 
employees, each operating a Recordak Microfilmer for 314 
hours, do the work of 50 full-time abstract clerks using type- 
writers— never make a mistake or omission. No question about 
signatures, either. This microfilming short cut, coupled with the 
use of electronic business machines, lets Land Title give its 
customers faster, more efficient service. 


HOW YOU CAN 
PROFIT, TOO 
Chances are Recordak 
Microfilming is now 
simplifying routines just 
like yours. Write today 
for free booklet giving 
over-all picture and de- 
tailson Recordak Micro- 
filmers, priced as low as 
$550. No obligation 







‘‘Recordak”’ is a irademark 
Price quoted subject to change without notice 


=RECORDPK 


(Subsidiary of Eastman Kodak Company) 


originator of modern microfilming— 
now in its 30th year 
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A REPORT ON 


The Seventh International 
Congress of Accountants 


Amsterdam, Holland 


Two members of Controllers Institute, W. A. Walker, 
vice president and comptroller, United States Steel Corpo- 
ration, and Gerald L. Phillippe, comptroller, General Elec- 
tric Company, were among the one hundred or so Americans 
who attended the Congress, September 9-13, 1957. Mr. 
Walker's report on the meeting brought out the personal 
impressions of the delegates as well as a summary of the 
technical content of the meeting. A digest of Mr. Walker's 


report follows: 


HE PRINCIPAL EVENTS were held in the 
| recor tei This is a beautiful big 
old concert hall seating about 2,300 with 
a small hall seating about 500. I am sure 
the taxi drivers got a kick out of our 
pronunciation of the hall. 

The sponsoring bodies were the Neder- 
lands Instituut van Accountants and the 
Vereniging van Academisch Gevormde 
Accountants. 

The second of the series of interna- 
tional congresses was also held in Am- 
sterdam in 1926. It is not known how 
successful that proved to be, but in 1957 
the Dutch surely demonstrated that they 
are most efficient as planners and at fol- 
lowing through. Every detail was method- 
ically anticipated and the whole thing 
worked like a clock. 

The magnitude of the task may be ap- 
preciated when it is realized that about 
1,500 men and women from abroad and 
some 1,100 from Holland were wel- 
comed. These people represented almost 
70 accounting societies from 35 coun- 
tries. Most of the well-known free coun- 
tries were represented together with such 
romantic spots as Burma, Ceylon, Ghana, 
Malta, and Monaco. Almost 100 men, 
most of whom were accompanied by their 
wives, were registered from the United 
States. 

The visitors were lodged in about 60 
hotels. It was surprising to find there 
were so many hotels around Amsterdam. 


The writer drew the Krasnapolsky and 
was afraid for a while that it might be in 
Warsaw, but was pleasantly surprised. 

Handsome J. Kraayenhof, president of 
the Congress, and his entire staff cannot 
be complimented enough for the tre- 
mendous job they did. 

Adding greatly to the enjoyment of 
the Congress was the setting itself. Am- 
sterdam certainly earns its title of “The 
Venice of the North.” It might be 
amended to “The Clean Venice of the 
North.” It is no fairy tale that Amster- 
dam is actually built on piles. There must 
be millions of piles in Amsterdam. A trip 
through its canals by boat both by day 
and by night is an unforgettable experi- 
ence. Amsterdam in its quaint, old way 
is a truly beautiful and spotless city. 

But even better than the physical charm 
is the inner warmth of the people—all 
the people—right down to the shoe-shine 
boys. In Holland the food, drinks, and all 
the other services are furnished with qual- 
ity, with friendliness, and with agreeably 
surprising price tags. The whole atmos- 
phere is so refreshing as compared with 
certain other countries in which you get 
the impression they would have liked it 
better if the Americans would just stay 
home and mail their money over. 

And then there was the flower mart at 
Aalsmeer which must be one of the 
world’s most beautiful and interesting 
sights, the quaint restaurants in the coun- 
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try, the dikes, the Zuyder Zee, and the 
little fishing towns where the people still 
cling to their wooden shoes and baggy 
trousers. 

Then for those who like such things, 
there was the Rijksmuseum which un- 
doubtedly has one of the world’s largest 
collections of paintings, especially by 
Rembrandt and his contemporaries. 

In fact the only cloud in the sky, if 
you will excuse the expression, was the 
clouds in the sky. One of our drivers 
told us that Holland has nine months of 
rain and three months of bad weather. 
We had our share of rain that week. 

With so much to see and do, you 
might wonder if anybody went to the 
sessions of the Congress. As this writer, 
having committed himself to Controllers 
Institute to write a report on the doings, 
somewhat reluctantly dragged himself 
into the Concertgebouw, he was aston- 
ished at the attendance at the sessions. 


These people were actually attending the - 


meetings. This was truly an unusual con- 
vention. 


THE SESSIONS 


At the opening session the president, 
Mr. Kraayenhof, announced that Her 
Majesty the Queen had expressed a desire 
to meet a deputation of the delegates at 
the Palace and then called upon His Royal 
Highness, the Prince of the Netherlands. 
The Prince said, “A profession like yours, 
which in particular occupies itself with 
economic and financial matters is peculiarly 
susceptible to the danger of materialism. 
You do not need a warning against this 
as you have decided to start your pro- 
ceedings with a discussion on the prin- 
ciples of your profession. It seems to me 
that you will only be able to reach your 
goal if you succeed in feeling yourselves 
members of a fraternity which is based on 
mutual understanding and appreciation, 
which would promote and strengthen 
feelings of friendship and goodwill.” 

The technical sessions were organized 
months in advance. The six general sub- 
jects covered were: 


a. Principles for the Accountants’ Pro- 
fession 
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b. Verification of the Existence of Assets 

c, Budgeting and the Corresponding 
Modernization of Accounting 

d. The Internal Auditor 

e. Business Organization and the Public 
Accountant 

f. Ascertainment of Profit in Business 


On each of these subjects five men 
from different countries were asked to 
write a paper. These papers were printed 
in booklets and distributed by mail be- 
fore the Congress to each of the regis- 
trants. These papers were not delivered 
at the conference. Instead one of the au- 
thors was designated as the rapporteur 
and was asked to prepare a summary of 
all the papers and present it orally at the 
session as a basis for the discussion. The 
discussion was conducted chiefly by the 
panel consisting of a leader, the five au- 
thors and two or three other panelists. 

The United States was well represented 
on these panels by: 

Arthur B. Foye, Haskins & Sells— 
Chairman of Session; Carman G. Blough, 
American Institute of C.P.A.’s—Author; 
Donald J. Bevis, Touche, Nevin, Bailey 
& Smart—Author; Joseph Pelej, Price 
Waterhouse—Author; W. A. Walker, 
United States Steel—Author and Rap- 
porteur; W. R. Davies, United States 
Steel—Panelist; G. L. Phillippe, General 
Electric—Author; W. Powell, Haskins & 
Sells—Discussion Leader; and Ira N. 
Frisbee, Ira N. Frisbee Co.— Author. 

The language -problem was well pro- 
vided for by use of short wave “wireless” 
sets equipped with head phones which 
could be tuned into either English, 
French, or Dutch. The interpreters did an 
excellent job of listening to the speakers 
and the ensuing discussion and then al- 
most simultaneously broadcasting in the 
language assigned to them. 

The discussions generally reconciled 
none of the divergent views often ex- 
pressed by the representatives of the vari- 
ous countries. But such an exchange of 
views is bound to have the long-range ef- 
fect of unifying thinking and promoting 
progress and understanding on the prin- 
ciples involved. 

The divergence of views was illustrated 
in the interesting session devoted to as- 
certainment of profit in business. The 
summary of the papers contributed drew 
a general conclusion that there is even 
now little uniformity as to the conception 
of profit in spite of the importance of the 
profit determination. 

Professor Hansen of Denmark was of 
the opinion that a proper determination 
is not in harmony with the conventional 
principles of management and accounting 
which does not take into consideration the 
future. 

Professor Illetschko of Austria on the 
other hand contended that the basis for 
the determination of profit should be in 
the past. He thought, however, that the 
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distortion of profits caused by changes in 


purchasing power should be eliminated. 


I. N. Frisbee of the United States 
stated that the investor should know that 
his dividend is spendable income and that 
economic profit should be recognized by 
corporate officials. This would require a 
measurement of the effect of price in- 
creases on capital requirements. He felt 
economic profit is of more interest than 
monetary profit and should be calculated 
by adjustments to historical cost by the 
use of indices. This would not be in ac- 
cordance with the generally accepted ac- 
counting principles, but fortunately these 
are not immutable. 

On the other hand J. S. Seidman of the 
United States from the audience main- 
tained that economic profit should have 
no place in the accountant’s report. 

G. L. Groeneveld of the Netherlands 
was emphatic that profit should be ascer- 
tained by use of current replacement value 
in the interest of following sound busi- 
ness policy. 

The chairman of the meeting, A. Vey- 
renc of France, also expressed the view 
that an economic concept of profit is nec- 
essary and there is urgent need for the es- 
tablishment of truth. 

The consensus throughout the world, 
as in the United States, is tending toward 
a recognition of the need for accountants 
to recognize this basic business problem. 


A U. S. INVITATION 


At a meeting of the delegates Marquis 
G. Eaton, president of the American In- 
stitute of Certified Public Accountants, 
extended an invitation to hold the next 
international congress in New York in 
1962. Several other countries also ex- 
tended invitations. No decision was 
reached at that time but many delegates 
spoke in favor of Mr. Eaton's invitation. 


International Congress on 
Training Within Industry 


The Istituto per l’Addestramento nell’ 
Industria (IAI), with the assistance of 
the International Labor Organization, is 
planning an international congress on the 
subject of “Training Within Industry.” 

The congress will take place in Rapallo 
from February 3-8, 1958 and the IAI 
will be assisted by organizations in Italy, 
France, Belgium, Spain and Germany. 

The congress will also be under the 
auspices of the European Productivity 
Agency and the International Organiza- 
tion of Employers. 

The work sessions include subjects such 
as development of professional training 
needs, organization and direction of in- 
dustrial training, evaluation and rational 
organization of training in plants. 

Additional information can be obtained 
from the IAI, Via Parini 3, Milano, Italy. 








Announcing 
a digest of 


PRODUCTIVITY 
ACCOUNTING 


by 
Hiram S. Davis 


As a service to executives, desirous 
of keeping in touch with important 
business publications yet pressed for 
time, Controllership Foundation 
publishes a series of digests of im- 
portant business books. 


PRODUCTIVITY ACCOUNTING, 
published by the University of Penn- 
sylvania Press, presents a method for 
measuring the productivity of a busi- 
ness that is as useful in periods of 
rapidly changing prices as it is when 
prices are stable. An illustrative ap- 
plication of the method is given and 
the theoretical and practical difh- 
culties are considered. Five uses of 
the technique are then discussed: 


1. Over-all measure of the eff- 
ciency of a firm 
2. Analytical audit of past per- 


formance 

3. Budget control of current 
performance 

4. Common-price financial state- 
ments 


5. Measurement of initial distri- 
bution of the benefits flowing 
from gain (loss) in the firm’s 
productivity. 


Copies of the 50-page digest 
available at $1.00 each from 


CONTROLLERSHIP 
FOUNDATION, INC. 


Research Arm of Controllers Institute 


Two Park Avenue 
New York 16, N. Y. 


Orders from nonmembers outside 
Continental U. S. and Canada 
must be accompanied by remittance 

















EADING OFF in the 1958 series of re- 


gional conferences of Controllers Is- 
stitute will be the Dallas Control, spon- 
sors of the Southern Regional Confer- 
ence, March 20-22, 1958. The three-day 
meeting, which will be held at the Statler 
Hotel in Dallas, is built around the theme 
of “New Horizons in Controllership.” 

Subjects to be covered include the eco- 
nomic position and future outlook of the 
Southwest, the part that people and man- 
agement play in unstated assets, areas for 
greater coordination between the con- 








November 1-4, 1957 


by Herbert P. Buetow 


II. Financial Planning 
by I. R. Hansen 


by George J. Wachholz 


by O. R. Egan 


by Richard E. Liming 


by R. B. Read 


by Donald Lichty 


by L. W. Garner 


“Product Profit Maximization”’ 
by R. A. Perkins 





BLUEPRINTING 
TOMORROW’S PROFITS 


A collection of papers presented at the 26th Annual National Confer- 
ence of Controllers Institute of America, White Sulphur Springs, W. Va., 


* Please add city sales tax if order is for New York City delivery 


Contents 


‘Management Planning and Control at Minnesota Mining & Mfg. Co.” 


iB Philosophy and Organization 


III. Administering and Controlling the Controlled Programs 
“The Controller’s Role in Long-Term Planning” 
“Managing Operations Through Reports and Controls” 
“Measuring Division Performance Through Return on Investment’’ 
“Conducting Operations Research with Existing Personnel” 


“Broadening the Application of Standard Costs” 


Address orders to 


CONTROLLERS INSTITUTE OF AMERICA 
Two Park Avenue, New York 16, New York 





Dallas Control Plans Southern Conference 


troller and the industrial engineer, what 
an operating man expects from a con- 
troller, a banker looks behind the finan- 
cial report, and scientific management and 
controllership. Speakers on most of these 
subjects have already been confirmed and 
the complete list, with full titles of the 
subjects will be announced at a later date. 

Carl J. Thomsen, general chairman of 
the conference and vice president of 
Texas Instruments Inc., Dallas, announces 
that activities for the ladies and general 
entertainment will be on the mammoth 


see 


$1.00* 









scale expected of Texans. Feature events 
will be a reception and buffet on Thurs- 
day, March 20, to open the conference, 
and a western party on Friday, March 21, 

Assisting Mr. Thomsen in the prepara- 
tion of the conference are the following: 
Arrangements—J. Curran Freeman, con- 
troller, Dresser Industries, Inc.; Finance 
—George B. Hefner, assistant controller, 
Atlantic Refining Company; Howsing— 
Phil Kirchhaine, treasurer and secretary, 
Dallas Transit Company; Ladies Hospi- 
tality--Jerome H. Gales, secretary-treas- 
urer, Lewis Grinnan Company; Program 
—Duren W. Holder, treasurer, British- 
American Oil Producing Company; Pub- 
licity—W. E. Tully, chief accountant, Dr. 
Pepper Company; Reception—F. F. Tan- 
nery, vice president, Frito Company; Reg- 
istration—Benjamin H. Adkisson, treas- 
urer, Southeastern Drilling Corporation; 
and Speakers Hospitality—A. D. Harder, 
vice president and controller, Southwest- 
ern Life Insurance Company. 


Social Security Pensions 


Old Age Survivors and Disability In- 
surance payments are now being received 
by more than half of all the 15 million 
people 65 years of age or over in the U.S., 
according to a report issued by the NICB. 
The Board notes that by comparison, in 
1948 only one out of eight people in this 
age bracket was receiving these benefits. 

From 1948 to mid-1957 the total aged 
population increased by 3.5 million, while 
the number with some sort of government 
pension increased by twice that amount: 
the numbers with income from employ- 
ment (earners or wives of earners) and 
from public assistance remained about the 
same. 

As a result, the Board found that the 
proportion of older persons with govern- 
ment retirement income jumped from one 
fifth to more than three fifths between 
1948 and 1957, while the proportion with 
income from employment and the portion 
receiving public assistance payments each 
dropped four percentage points. 


The Peripatetic Executives 


Today's typical executive travels some 
30,000 miles a year, makes about 19 trips, 
and is away from the office 54 days, ac- 
cording to a recent Dartnell Corporation 
survey of top-level businessmen from 85 
companies. Although they averaged al- 
most 7,000 miles by automobile and about 
1,600 miles by train, air travel accounted 
for almost two thirds of the mileage cov- 
ered by the respondents. Credit cards are 
used for all the miscellaneous expenses on 
their travels by about 80% of the respond- 
ents. In choosing accommodations, most 
executives said they preferred hotels but 
8% favored motels. About 60% of the 
respondents are generally accompanied by 
their wives when they travel. 
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This giant electronic brain 
won 8 mayor contracts — 
before it was born! 


Several weeks ago, a new kind of giant electronic brain 
started operating in a vast business where complicated 
records had begun to swamp mortal man and the inadequate 
machinery at hand. 


The name of this giant brain is ‘‘DATAmatic 1000”’’. It is 
Honeywell’s electronic data processing system. 


But this story is not about the amazement of the business 
technicians who have been watching the DATAmatic 1000 
at work. It is not about this system’s record-breaking speed 
and unequalled capacity. Nor is it about this new brain’s 
sizable advantage in true cost. 


Skip all that for the moment. Just consider what, perhaps, 
is the most remarkable fact of all: 


Eight of America’s top organizations contracted for the 
two-million-dollar DATAmatic system many months ago — 
long before it was possible to see the physical machinery of 


this electronic marvel. 


That is the kind of confidence they had in Honeywell en- 
gineering and scientific skill. 


That is the tribute they paid to the keen engineers who 
had clearly taken a giant step forward in electronic data 
processing. 


Do you wonder that Honeywell views this endorsement 
with pride? 


And, in view of this multi-million-dollar vote of confi- 
dence, do you wonder that leaders in business are placing 
DATAmatic 1000 high on the list for investigation? 


Consideration of any large-scale data processing program 
is incomplete without the facts on DATAmatic 1000. Our ap- 
plications engineers will be glad to discuss your requirements. 
Write for details to Walter W. Finke, President, DAT Amatic, 
Dept. C1, Newton Highlands 61, Massachusetts. 


Honeywell 


iH) DATAmatic 


ELECTRONIC DATA PROCESSING 
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Denuer, Cola. (tor RIGHT) 


Charter presentation ceremonies of the 
Rocky Mountain Control, Controllers In- 
stitute of America, show J. Robert Span- 
gler, center left, receiving charter from 
National President James L. Peirce in the 
presence of other national officers and 
newly elected officers and directors of the 
Rocky Mountain Control. 

Standing (left to right) are Virgil A. 
Burks, Control director; Robert H. Shep- 
ler, Control treasurer; Dudley E. Browne, 
chairman, national board of directors; 
Mr. Spangler and Mr. Peirce; Vincent T. 
Lorimer, secretary, Kansas City Control; 
W. D. Virtue, T. L. Ackerman, and W. J. 
Billigmeier, directors of the new Control. 

Other Control officers and directors 
elected but not present when this photo- 
graph was taken include: Earl D. Page, 
vice president; C. Bruce Flick, secretary; 
and L. M. Stone, director. 


San Francisco, Calif. (center) 


Douglas Watson, principal, McKin- 
sey & Co., Inc., San Francisco, Calif., 
was a featured 
speaker at a Pro- 
duction Work- 
shop Conference 
sponsored by the 
San Francisco 
Control of Con- 
trollers Institute 
at the St. Francis 
Hotel in San 
Francisco on 
November 21, 
1957. 

The Work- 
shop Conference, which was attended by 
over 100 controllers and production exec- 
utives, began in the afternoon with a 
talk by Robert A. Fratus, manager, Analy- 
sis and Planning Department, Kaiser 
Aluminum and Chemical Sales, Inc., Oak- 
land, California. Mr. Fratus, whose sub- 
ject was “Planning New Plant Location 
and Construction,’ noted that a number 
of factors must be considered in the loca- 
tion and construction of a new plant and 
he gave a case history, using the Kaiser 
Aluminum and Chemical Corporation, of 
how the problems involved in selecting a 
new location could be solved. He dis- 
cussed the method of determining the 
general location. 





MR. WATSON 











The second afternoon speaker was 
Walter Kassebohn, executive vice pres- 
ident-Operations, Marchant Calculators, 
Inc., Oakland, whose subject was ‘‘Plan- 
ning for Initial Production.” Mr. Kasse- 
bohn noted that planning for initial pro- 


MR. FRATUS 


MR. KASSEBOHN 





|| LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 





duction is an industrial staff function of 
major importance to any manufacturing 
concern. He pointed out that increasing 
labor costs are making manufacturers 
more and more conscious of the impor- 
tance of planning for production in order 


MR. KOTH 
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to keep product costs at a minimum. In 
his discussion, Mr. Kassebohn stressed 
the detailed planning of all operations 
which is necessary to produce a product 
on an efficient economical basis and he 
highlighted the relation of planning ac- 
tivities to product cost. 

The third speaker in the afternoon was 
George F. Koth, vice president and works 
manager, Lenkurt Electric Co., Inc., San 
Carlos, who discussed ‘Planning for Fac- 
tory Automation.” This discussion in- 
cluded the organization required by the 
manufacturing department and the roles 
played by the research and development, 
product planning, sales, financial and ac- 
counting departments and general man- 
agement in the process of automating 
factory operations. 

Mr. Watson, who spoke at the evening 
session, had as his title “Planning Pro- 
duction for Tomorrow.” He pointed out 
that industry is faced with a trend to- 
ward a more rigid cost situation due to 
the slowly changing emphasis on capital 
cost versus labor cost, a tendency toward 
rising breakeven points, and the develop- 
ment of specialized machinery and equip- 
ment, along with more rapid product ob- 
solescence. Management can meet this 
challenge only through the skillful plan- 
ning which will call for better basic in- 
formation regarding the costs, invento- 
ries, and markets. 

The second part of the Production 
Workshop will be held April 17, 1958. 


Industrial Classification Manual 


Issued by Budget Bureau 


The Bureau of the Budget has pub- 
lished a new edition of the ‘Standard 
Industrial Classification Manual.” The 
new edition presents a consolidated re- 
vision of the 1945 edition of ‘“‘Manufac- 
turing Industries’ and the 1949 edition 
of “Nonmanufacturing Industries.” The 
revised classification was prepared by the 
Technical Committee on Standard Indus- 
trial Classification, under the general su- 
pervision of the Bureau of the Budget. 

The Technical Committee was assisted 
in its review work by 26 industry commit- 
tees, established by the Bureau’s Ad- 
visory Council on Federal Reports. Con- 
trollers Institute is one of the 
organizations participating in the Advi- 
sory Council. 


Automation at Work 


A machine, called the Perf-O-Reader, 
made by Cummins-Chicago Corporation 
reads legible perforated numbers and 
translates them into any form of “machine 
language.” It serves as input for computer 
systems, tape-to-card punch machines. 
transceivers and electronically actuated 
printers, listers and calculators. The new 
machine can handle inventory tickets, in- 
stallment payment coupons, insurance 
premium advices, case work tickets and 
other routine coded documents. 
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Engineered by 
DIEBOLD 
Styled by Raymond 
Loewy Associates 


in the Lv 
world’s 
NEWEST 
MECHANIZED 
ROTARY FILES 


by DIEBOLD 


For automating the handling of active records 
. investigate the unprecedented posting and 
referring advantages introduced by the new 
Diebold mechanized Rotary Files. They accom- 
modate existing records on any grade of card 
or paper stock . . . eliminate punching and tran- 
scribing ... save up to 50% in time and space 
costs. There are 26 models of Diebold Mechan- 
ized Files for meeting all requirements in record 
sizes, volume and activity. Note how extra knee 
room is provided by swept-back design. Write 
today for descriptive literature on the world’s 
newest and finest mechanized Rotary Files. 
DIEBOLD, INC., CANTON, OHIO. 


DIEBOLD 
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Records revolve in upright 
position . . . travel shorter 
way to working level. 
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Use present records. No 
punching. No guiding area lost 
to clear retaining devices. 
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Please send complete details about your new 
Rotary Files for our 
—_ = records. 
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Optional 2-way controls speed Street = 
records into working position. City. a 
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Mr. Frank T. Wyckoff 





AFIA Manager, London, England 


“Protection against sudden loss of profits during the inoperative 
period after a fire or other disaster frequently saves a business 
from financial ruin,” says Mr. Frank T. Wyckoff, AFIA Mana- 
ger in London. He knows from his personal experience of 30 
years, protecting the interests of American business in foreign 
lands. 

He and AFIA’s 600 other representatives in 70 countries are 
insurance experts. They know conditions locally. They know 
the insurance needs of American business abroad. They are 
always nearby to advise with your local management and render 
prompt and efficient claims service when needed. 


Ask Your Agent or Broker to Consult with AFIA 











AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street « New York 38, New York 


CHICAGO OFFICE . . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
DATTAS GPPICE. 2... 64 6 < .. 400 Vaughn Building, 1712 Commerce Street, Dallas 1, Texas 
LOS ANGELES OPFICE <0... ccc es es 3277 Wilshire Boulevard, Los Angeles 5, California 
SAN FRANCISCO OFFICE . . Russ Building, 235 Montgomery Street, San Francisco 4, California 
WASHINGTON OFFICE . . . Woodward Building, 733 15th Street N.W., Washington 5, D.C. 


An association of 22 American capital stock fire, marine, casualty and 


surety insurance companies providing insurance protection in foreign lands 
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Second Inter-American 
Management Conference 
to Be Held in U.S.A. 


“Managers for Expanding Economies” 
will be the theme of the Second Inter- 
American Management Conference, which 
will be held under the auspices of the Pan 
American Council of the Comité Inter- 
national de l’Organisation Scientifique 
(PACCIOS) from November 16-21, 1958 
at White Sulphur Springs, West Virginia. 

The program will include major ad- 
dresses by industrial leaders of the West- 
ern Hemisphere, panel discussions, and 
for those who are interested, a large 
choice of workshops designed to explore 
some of the practical aspects of manage- 
ment that are particularly important in 
expanding industrial economies. 

Complete programs for the Conference 
are available from the Council for Inter- 
national Progress in Management (USA), 
350 Madison Avenue, New York 17, 
N. Y., which will be host for the dele- 
gates from Argentina, Brazil, Canada, 
Chile, Mexico and Peru (member coun- 
tries of PACCIOS) as well as from the 
other Latin-American countries. 


Pension Study Planned 


Three thousand persons retiring in late 
1957 will report periodically for 12 years 
on how they are getting along to the 
Department of Health, Education and 
Welfare. The spokesman for the Social 
Security Administration, which will ad- 
minister the inquiry after the original 
questionnaire is handled by the Census 
Bureau, said that the full quota of volun- 
teers would be filled easily. 

The purpose of the study is to find out 
how many have enough income from 
their own resources, including their Old 
Age and Survivors Insurance; what they 
do if their financial resources run down 
to the point that they no longer meet their 
needs; how their chief items of expense 
change as they get older; what they do 
if they incur catastrophic medical costs; 
how long those who were financially in- 
dependent at the start of their retirement 
remain so and under what circumstances 
they receive support from children, public 
assistance, or other sources; their attitude 
toward retirement and its problems; the 
things they think of as their greatest un- 
met needs and how these affect their ad- 
justment to old age and retirement. 


Conference on 


Office Techniques 

The Third Annual Conference on Of- 
fice Techniques and Practices, sponsored 
by the University of Kansas Extension 
Center, will be held in the Muehle>dach 
Hotel, Kansas City, Missouri, February 
17-19, 1958. Approximately 38 confer- 
ence sessions and workshops are planned 
and live demonstrations of IDP systems 
will be featured. 
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Corporate Presidents’ Decisions 


For an inside look at top-level decision- 
making, Dunn’s Review and Modern In- 
dustry has surveyed 111 company presi- 
dents to find out what kind of decisions 
they make and how they make them. 

The biggest decisions in the offing for 
1958, as described by three-fourths of the 
presidents who can pin them down, 
involve expansion, capital expenditures, 
and diversification. Building programs, 
plant expansion, mergers, acquisition, and 
financing decisions also loom large next 
year. A number of presidents will be con- 
cerned with selecting key executives. Some 
60% of the presidents surveyed guessed 
at the percentage of their major decisions 
which have misfired and the range was 
from five per cent for one man to 40% 
for another. Of this group, more than half 
say that up to one-fifth of their decisions 
have missed the mark. 

Two out of three company presidents 
say that their hardest decisions involve 
people. Many specifically mention execu- 
tive selection, promotion, demotion, and 
discharge. 

The hardest decisions, however, are not 
always the most crucial. Close to half the 
men rank major corporate policy decisions 
as their most important function, com- 
pared to 40% who name the selection of 
officers and key executives as their most 
important function. Decisions relating to 
organizational structure rank next in im- 
portance, followed by diversification, 
plant expansion, and major capital ex- 
penditures. 

Three out of four company presidents 
say they share some of their decision- 
making with one or more internal com- 
mittees, but fewer than 25% think highly 
of group decision-making. Committees are 
helpful in the fact-finding, appraising. 
and consultative stages according to 44% 
of the presidents, while 27% are strongly 
opposed to committees. 

In discussing how they reached deci- 
sions, the presidents emphasized the im- 
portance of getting the facts and ‘“‘sleep- 
ing on” the decision as long as possible 
Three out of ten company presidents state 
flatly that hunch plays no part in decision- 
making and another 40% claim it hardly 
enters at all. 


Office Composing Machine 
Has Leading Device 


Vari-Typer Corporation of Newark, 
N. J., has brought out a new machine, 
Model 160, which has as new features a 
“leading” device which automatically in- 
serts spaces between lines in printers’ 
measures, from 0 to 18 points, and an 
indicator that establishes precise align- 
ment points permitting greater accuracy 
when preparing copy for office forms, etc. 
Also new is the signal light to aid the 
operator when preparing copy for “justi- 
fied” or flush right-hand margins. 





SAVES 
MORE 





Chas. Pfizer & Co., 

one of America’s largest, most 
respected pharmaceutical and chemical 
manufacturers, leases over 

600 automobiles from WHEELS, Inc. 
This saves valuable Pfizer cash for 
inventory, for expansion, for working 
capital. Pfizer knows that leasing from 
Wheels costs less than ownership, 

and they are positive that 

it saves more! 











SEND COUPON TODAY..- 


We are interested in more details 


on a Wheels leasing plan. 


MONEY! 


WHEELS AUTO LEASING 
COSTS PFIZER LESS AND 
SAVES MORE MONEY! 


Hard-hitting Pfizer salesmen make their 
thousands of daily calls in a new Chevrolet or 
other late-model, perfectly maintained Wheels 
automobile. Pfizer, a Wheels client for ten years, 
is one of hundreds of nationally-famous firms 
that lease vehicles from Wheels on a regular basis. 



















Wheels Inc. leases more than 9,000 cars and 
trucks to American bsiness on programs 
designed to fit individual needs. 


@ RELEASE OF CAPITAL 

@ FLUID INVENTORY DOLLARS 
@ SPOT JOB ASSIGNMENTS 
@ PLANT EXPANSION 

@ CREDIT LINE EXTENSION 

@ SMOOTHER CASH FLOW 





6200 N. WESTERN AVENUE 
CHICAGO 45, ILLINOIS 
HOLLYCOURT 5-8600 












THE NEXT HUNDRED YEARS* 


(Man’s Natural and Technological Resources) 


By Harrison Brown—James Bonner—John Weir 





Reviewed by LOUIS M. NICHOLS 
Consultant 
Bridgeport, Conn. 


This book by three of America’s top 
scientists, based on private reports made 
to the directors of 30 of the nation’s larg- 
est corporations contains an analysis of 
our natural and technological resources 
vital to the future of our industrial civil- 
ization, and to the survival of our culture, 
our nation and our children. 

In discussing the future development 
of raw materials and industrial develop- 
ment of other large nations like Russia, 
Japan and India both as to the speed and 
extent of such development, Chapter 3 
gives some startling contrasts with the 
United Kingdom and the United States 
in relation to populations as to births and 
deaths, calorie intake, national income, 
newsprint consumption, coal production, 
petroleum consumption, consumption of 
electricity, steel production, motor ve- 
hicles and telephones. Healthy and pro- 
gressive population growth takes place 
fastest where food is most easily grown, 
either through fertility or by mechaniza- 
tion or fertilizers, but coal, iron and the 
industrial revolution enabled England to 
overcome limited agricultural resources to 
import food by exporting coal and in- 
dustrial products. Japan may follow Eng- 


* Published by the Viking Press, 625 Madi- 
son Avenue, New York 22, N. Y. $3.95. 


land’s pattern and Russia that of the 
United States through technological prog- 
ress. 


Will vast reservoirs of population like 
China and India develop an industrial 
civilization to any great extent and can a 
stimulated population there be fed? 

Will there be sufficient raw materials to 
support a rapidly expanding industrial 
civilization even with vastly improved 
methods of processing leaner ones, and 
tapping deeper oil wells and oil from 
shale? 


A study of the future demands for raw 
materials shows that apart from the basic 
raw materials needed for food, heat and 
clothing in the household, the demand 
for industrial raw materials like wood, 
raw material for textiles, minerals, metals 
and industrial and transportation fuels 
has increased tremendously since the end 
of World War I. While, iz relation to 
steel, the demand for copper, lead, zinc, 
and tin has not changed much, the light 
metals such as aluminum, magnesium and 
titanium have increased much faster, as 
have tungsten, nickel, molybdenum and 
the fissionable uranium and_ thorium. 
With the exhaustion of higher grade ores 
more technology, equipment, energy and 
man-hours will be required to extract 
iron, coal, petroleum (from shale), cop- 
per, etc. Not enough attention has been 
given to water as the most important of 
all raw materials. Wasteful industrial 
consumption and pollution have created a 
critical problem in the face of increasing 
demands. Deforestation of watersheds 
has been damaging, decreasing the supply 
of wood as well. 

The vast increase in the production of 
raw materials and energy has been pos- 
sible only by technical manpower de- 
vising the means of producing energy 
harnessed to machines, including farm 
machines. From 1900 to 1950 in the 
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United States agricultural and unskilled 
labor decreased from 78% to 33% of the 
labor force while semiskilled, technical 
and professional increased from 18% to 
30%. Today for the first time in our 
history we are running short of skilled 
technical brain-power due to inadequate 
compensation of science teachers and dis- 
inclination of students to take these dif- 
ficult courses where ultimate compensa- 
tion is not attractive enough. 

Future rates of industrialization such as 
that attained by the United States, Great 
Britain and Germany, in the cases of Rus- 
sia, India, Japan, and Brazil not only 
would exhaust usable petroleum resources 
but would require the importation of coal 
and in the case of Japan most other raw 
materials. 

While in the more civilized industrial 
nations, death rates have dropped very 
fast so have birth rates (until recently in 
the U. S.). If the same thing does not 
happen in Russia, India, and China the 
poor economic condition of the con- 
sumer as to food, clothing, and shelter 
may well delay the benefits of attempted 
industrialization. 

Experience has shown that agricultural 
production if tillable land is available, 
with mechanization, fertilization and ir- 
rigation can be increased from a normal 
two per cent a year to four per cent as in 
Mexico in the last 20 years with the as- 
sistance of the Rockefeller Foundation. 
However, interruptions of wars and 
drouth as in India and China mean that 
presently the people are less well fed 
than previously. Progress in North and 
South America is more possible than in 
Asia, where feeding a population grow- 
ing too fast hinders industrialization. 
Present water sources for irrigation would 
supply only 15 to 20% of present culti- 
vated acreage and steppes and deserts do 
not usually lend themselves to irrigation. 
Conversion of sea water would cost ten 
times present irrigation water per acre- 
foot. Crop rotation to resupply nitrogen 
to the soil helps, and peoples lacking pro- 
teins can have the native cereals fortified 
with casein (from skimmed milk) and 
the amino acids, methionine and lysine. 
Each successive increment in food supply 
may be expected to be a more costly one. 

The agricultural labor force in this 
country has decreased rapidly through 
mechanization, pest control, irrigation 
and fertilization, but this cannot go much 
further if an increasing population is to 
be fed; therefore there must be induce- 
ments for the younger generation to stay 
on the farm. 

Technical processes are available to ex- 
tract most necessary metals from low- 
grade ores but at increasing costs. How- 
ever some are not available locally in a 
country and a limited amount of energy 
can be definitely a limiting factor. This 
points up the importance of salvaging all 
possible scrap and eliminating waste. Sub- 
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stitutes are becoming more frequent: 
aluminum instead of steel or copper— 
fiberglas, plastic, laminates, and synthetic 
fibers have developed fast. However in 
nuclear reactors uranium and thorium, 
and in the vacuum tube tungsten, tan- 
talum or molybdenum do not appear to 
be subject to substitution at present. 

The world’s energy resources (recover- 
able fuels) are estimated as follows: 








Equivalent Annual 
coal tonnage production 

Coal 2,500 billion tons 2.0 

Petroleum and 280 billion tons (oil) 1.2 

Gas (gas) .5 
Oil Shale & Tar 

Sands 920 billion tons water pwr. .1 

3,700 billion tons 3.8 


This country will probably reach the 
peak of local oil production by 1970, and 
if foreign oil is not available, be driven 
to oil shale and hydrogenation of coal 
into liquid fuel. Only United States, Rus- 
sia and Great Britain have ample reserves 
of extractable coal per capita, and China 
a relatively large tonnage in relation to 
probable local use. 

The future problem of lessening fossil 
fuel resources is critical. Earth heat, 
winds, and tides offer only limited use- 
fulness. Solar energy will not be generally 
or continuously economical, and involves 
high capital costs. Nuclear power is pre- 
dicted to be available at ten mills per 
kilowatt hour by the mid-1960's, seven 
mills by the mid-1970’s and ultimately at 
five mills—about the present average 
from other power sources. In the United 
States as long as coal and petroleum are 
plentiful and cheap, nuclear power will 
be experimental mostly in sections where 
this is not so, expanding after 1970 when 
petroleum production will probably have 
reached its peak. Nuclear energy for 
power production will probably be util- 
ized sooner in Europe, South America, 
Southeast Asia and Japan, so that by the 
end of this century nuclear energy may ac- 
count for about one third of the world’s 
total energy consumption, coal going 
more for hydrogenation into liquid fuels 
and as a base for industrial chemicals. The 
future supply of uranium and thorium for 
nuclear energy is not limited to the ones 
containing concentrated quantities, but 
one ton of basaltic granite containing 
uranium and thorium will after economi- 
cal processing yield energy equivalent to 
about 15 tons of coal. There is also a re- 
mote possibility of power production 
from the fusion of heavy hydrogen con- 
tained in sea water. 

All the above-mentioned technological 
possibilities are dependent upon the in- 
tensive development of teachers and stu- 
dents of science and engineering so badly 
lagging in this country in recent years. Re- 
search and development and teaching, un- 
less adequately remunerated, will be un- 


(Continued on page 36) 
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dermanned as more graduates go into bet- 
ter paid operational jobs. It is estimated 
that we will need twice our available sup- 
ply of technical manpower by 1982. 

H.w can we increase the number of 
scientists and engineers produced each 
year? 

Based on Intelligence Quotient tests, 
we lose, by the mere fact that they don’t 
go to college, one half of the very capa- 
ble, and one third of the exceptionally tal- 
ented. We need financial assistance for 
the 40% of capable students, who for 
lack of funds do not enter college. 


Presently only 20% of all school chil- , 


dren enter college, 13% graduate, but 
only 3% graduate in science and engi- 
neering. Early identification of potential 


scientists and engineers is necessary to 
encourage them and provide early labora- 
tory work, field trips and special research 
projects. Teachers must be competent, 
well paid and inspirational. Inadequate 
teaching salaries in 1954-55 resulted in 
adding only 2,100 new teachers in mathe- 
matics and science, when 7,900 were 
needed in the high schools. 

We could have graduated 75,000 
needed scientists and engineers in the last 
two years instead of 45,000. Seventy-eight 
per cent of engineering graduates in 1956 
were sidetracked into military service un- 
related to their specialized education! 
When they enter business, if they are 
fitted for research work, their pay should 
be equal to or better than that in an op- 
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methods. 
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service through which any 
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erational or administrative job and not 
burdened with paper work. Russia has 
shown that more women can be trained 
and utilized in science and engineering 
and has also gone far beyond our country 
and the rest of Europe in selecting, train- 
ing and rewarding potential scientists and 
engineers both as teachers and students, 
India is doing likewise. 

In our complex system of industrializa- 
tion, food supply, energy and means of 
transportation and communication are 
now subject to wide destruction and inter- 
ruption that could mean mass starvation 
and fatal delays in resumption of produc- 
tion, transportation, supply of energy, 
and control of disease. The rapid industri- 
alization of Russia, Japan, and potentially 
India and China means they will attain 
command of nuclear weapons and missiles 
for wide-range destructive war. To do 
this, capital goods have to be produced to 
the sacrifice of consumer goods and their 
people become dissatisfied and impatient, 
and even food supplies become inade- 
quate which may drive the totalitarian 
dictators to desperate measures. In order 
to aid the underprivileged countries in 
the free world and among the involuntary 
“satellites,” we must, both by capital and 
technical aid, give them hope, and show 
them that man can learn to live with man 


in peace and plenty. 
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Decentralized Operations— 


A Control Prog FAM (Continued from page 14) 


Reduced investment—which would 
mean primarily fewer trucks (i.e., better 
utilization), and to a lesser degree, 
smaller inventories with a better turnover. 

Quarterly, as part of the regular budget 
procedure, which projects 12 months in 
advance, a budgeted or standard return 
on investment is determined for each sta- 
tion. The return is based on the sales 
budget, budgeted variable expense at the 
projected sales volume, fixed expense, 
prorated expense, and the projected in- 
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vestment. As is the case with other con- 
trol tools, this standard is established in 
order to compare actual return on invest- 
ment and to realize the full potential of 
this tool. The actual return on investment 
for each station, for the month and year 
to date, is computed and compared to this 
standard. This comparison is made right 
on the operating statement. 


REVIEW AND ANALYSIS 
OF OPERATIONS 


Monthly, the performance of each sta- 
tion is reviewed by station, regional and 
company management for the month and 
for the year to date. In making this re- 
view, equal emphasis is placed on both 
the month and year to date figures. Be- 
cause of the nature of the business, a sud- 
den fall-off in sales volume may cause a 
station to experience a bad month profit- 
wise. In a business subject to wide and 
unexpected fluctuations, these bad months 
must be expected. By giving emphasis to 
the year to date figures, a better perspec- 
tive of a station’s performance may be ob- 
tained. However, it always must be kept 
foremost in mind that a poor month does 
not necessarily mean a poor year; but 
that a poor year is made up of poor 
months. 

In reviewing operations, these primary 
comparisons are made: 


1. Sales are compared to budget for 
each service, and station (see Exhibit 1). 
Also, summarized reports, by regions, and 
for the company as a whole, are pro- 
vided. By a simple analysis of the stations’ 
and summarized reports, significant ques- 
tions may be answered relating to the 
sales picture. 

Where are the sales below standard ? 

Which service sales vary significantly 
from expectations ? 

Where and which type of equipment 
may be shifted profitably ? 

Which areas require additional sales 
effort? 
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2. Station direct costs are compared to 
the budget. As indicated previously, 
budgeted direct costs are established for 
each station, based upon the actual sales 
volume achieved. A manager's perform- 
ance in meeting his direct cost budget 
measures his ability to control cost. Also, 
it measures his managerial skill in keep- 
ing his station’s expense in gear with in- 
come. In a business with widely fluctuat- 
ing income, this skill, in the final analysis, 
will largely determine the profitability of 
the enterprise. 

3. Station direct cost gross profit is 
compared to the amount budgeted at 
standard sales volume. The standard gross 
is, of course, the profit which would have 
been made if station sales and variable 
expense had both been at standard. It 
should be noted that the variance at this 
level will be the sum of the sales and di- 
rect cost variance only when sales are 
from 96 to 104 per cent of budget. (See 
current month figures in Exhibit 1.) 
When actual sales differ from budget by 
more than a plus or minus five per cent, 
the sum of these two variances will not 
7 the variance reported. The reason, 
of course, is that some of the variable ex- 
penses do not vary directly with sales. 

The advantage of this method is pri- 
marily twofold: 

It directs attention to the station man- 
ager’s performance in that month and pe- 
riod. It relates wholly to those factors 
which he can control. 

It allows for a quick determination of 
the volume and efficiency factors in varia- 
tions from a station’s budgeted direct cost 
gross profit. (For example, in Exhibit 1, 
the $1,100 favorable direct cost gross 
profit variance in March is due to efh- 
ciency factors of $150 and volume of 
$950. For the three months, the unfavor- 
able variance of $8,000 is due to an effi- 
ciency adverse variation of $575, and the 
remainder, $7,425, is attributable to vol- 
ume. ) 

4. Comparison of actual return on in- 
vestment to that projected. This is the fig- 
ure which measures the over-all perform- 
ance of the manager. The meeting of sales 
and gross profit standards are, of course, 
most important, but they measure only 
one segment of the profit picture—the 
ability to obtain the budgeted sales vol- 
ume and the ability to keep expenses in 
line with sales volume. 

On the other hand, return on invest- 
ment is the true index of the manager's 
over-all ability to produce profit in keep- 
ing with the amount of capital for which 


(Continued on page 40) 
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Decentralized Operations — 


A Control Prog FAM (Continued from page 38) 


he is responsible. Return on investment 
measures the manager's ability to meet 
sales standards, his performance in con- 
trolling cost, and his efficiency in the use 
of the investment his station represents. 


CAPITAL ASSET BUDGETS 

Because of the large capital require- 
ments of the oil field service business, an 
essential part of the control program is, 
and must be concerned with the capital 
budget. Requests for additional equip- 
ment, both replacement and additional 
capacity, are initiated in the station, to- 
gether with assistance and approval by 
the regional management. These are pre- 
sented to top management in the general 
office for final approval. The total amount 
of the capital program, of course, is in- 
tegrated with, and becomes, a very impor- 
tant part of the company’s financial plan- 
ning and control plan. 

As indicated, additional revenue-pro- 
ducing capital equipment in a station will 
have the effect of: (a) increasing the sta- 
tion sales budget; and (b) raising the 
station’s investment, and therefore will 
require a larger profit in order to give a 
comparable return on investment. Addi- 
tional fixed assets of a nonrevenue-pro- 
ducing nature will not increase the sales 
budget, but will increase the station’s in- 
vestment. The demand of customers for 
constantly improving equipment, higher 
pressures, more advanced equipment, ec... 
and the force of competition makes it nec- 
essaty that management expend money in 
order to maintain (and increase) the com- 
pany’s competitive position. 

In evaluating and approving the capital 
budget, great emphasis and reliance are 
placed on the control program. Particu- 
larly important is the assistance provided 
management in channeling additional in- 
vestments into those areas promising the 
greatest return. 

The use of the tools described herein- 
before are used by station, region and 
company management in the control of 
day-to-day operations. Their use obviously 
furnishes company top management with 
the data necessary to accurately appraise 
the performance of station and regional 
management; and to guide the capital in- 
vestment program. 


INCENTIVE COMPENSATION 
AS A TOOL 

To make this program even more effec- 
tive, and to make it of greater service to 
management there must be a system of 
incentive extra compensation to reward 
those managers making the greatest profit 
contribution. Particularly, to those who 
exceed their profit and return-on-invest- 
ment standards. To be most effective, in- 
centive compensation must be based on 


current performance, and not on a super- 
visor’s salary, length of service, what he 
did in prior years, what his bonus was last 
period, or how well he gets along with 
his supervisor. 

It is equally as important that each su- 
pervisor fully realizes that the amount of 
his incentive compensation is based on his 
performance as measured by these control 
yardsticks. 

The salient features of an incentive 
compensation program best suited to this 
type of industry should 


1. Include essentially only station and 
regional managers. (Other members of 
management and supervisory groups will 
be under a separate bonus arrangement 
paid annually. The amounts paid to the 
supervisory group will, to the extent pos- 
sible, be consistent with payments made 
to station and regional managers. ) 

2. Be based on performance for less 
than a year; niece a quarter. A short 
period is desirable because of the wide 
fluctuations in this business; also payment 
quarterly keeps the time of reward and 
the act of meriting it close together. 

3. Be clearly stated and understood 
that extra compensation is awarded for a 
performance above that called for by a 
manager’s base salary. 

4, Measure a manager’s performance 
on the actual return on investment 
achieved compared to that budgeted. 

5. Be readily understandable and the 
amount easily computed. Its operation 
should give the largest bonus to the men 
making the largest measurable profit con- 
tribution. A large bonus to a manager will 
mean a large additional profit to the com- 


pany. 


The control tools described in this pa- 
per supply the essential information nec- 
essary to operate a true incentive compen- 
sation program. To reward supervisors on 
their performance, as measured by these 
yardsticks, will sharpen and make these 
tools more effective. Indeed, if the full 
potential of this control program is to be 
realized, extra compensation must be 
based on these yardsticks. 
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establish Cen- 
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Tax Highlights of 1957 (Continued from page 18) 


| as a deductible charitable contribution of 


property having a specific value.®8 
Joint returns of spouses require their 
same taxable years and a fractional year 
of one will not meet the requirement.1°9 
Uncollectible deficiency judgment ob- 
tained against a defaulting purchaser of a 
residence is a nondeductible capital loss 


' rather than a nonbusiness bad debt.16 


Acquisition of an interest in property 
for a promise not to sell stock yields capi- 
tal gain.16! This decision appears to be 
erroneous. Since the transfer is made for 
services rendered, the value of the interest 
is ordinary income and the subsequent 
appreciation if any is subject to capital 
gain. 

Present value of security deposit on a 
lease is income.16 

Sale of land with unharvested crop, if 
profitable, yields capital gain tax treat- 
ment but no deductions are allowed for 
operating expenses.16 

Unrealized receivables, inventory, or 
cash in excess of basis of a partner’s in- 
terest in a liquidation distribution, are 
taxable.1°* Hence corporate stock dis- 
tribution should not be taxable but it is 
when the transfer to and distribution 
from the partnership are steps of a single 
integrated transaction.1® 

Tenant in common can deduct only 
50% of maintenance expense.1% 

Social security payments used for sup- 
port must be taken into account for a 
dependency exemption.1°7 

Sale of an assembled plot of land 
which had been acquired piecemeal 
yields ordinary income.1°8 

Dealer in cotton may also be an in- 
vestor and thus enjoy capital gains as well 
as ordinary income on profits provided 
the two operations are carefully segre- 


gated.169 


Redemption of father’s majority shares 


| results in constructive dividends to sons 
| holding minority interests to the extent 


of earned surplus.17° 

Compensation of executives by an in- 
centive formula is allowed if reasonable 
when conceived.171 

Recovery of embezzled funds from a 
bonding company is taxable income when 
received and not in the year losses oc- 
curred,172 

Drought-induced livestock sales qual- 
ify as involuntary conversions yielding 
fully deductible losses.178 

Criminal tax fraud arises from a con- 
spitacy to obstruct the Treasury’s collec- 
tion of the tax.174 

Nonrecognition of gain is not violated 
when the mortgagee’s share of the con- 
demnation proceeds without personal lia- 
bility is not re-invested in like property.175 

Collapsible construction corporations 
nevertheless yield fully taxable income 
even if the enterprise were not tempo- 
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rary,1*® even if the construction were 
made after the corporation was liqui- 
dated,177 and even if the intent to sell the 
corporate stock antedated the organization 
of the corporation.1*8 

Kickbacks paid by a ship chandler to a 
ship captain are a proper deduction.179 

Casualty loss is denied tenant even if 
he is legally obligated to make repairs.18° 

Charitable contribution of an interest 
in an art object may be currently taken 
measured by its present fair market value 
or of its remainder interest after an in- 
tervening life.181 

Charitable contributions include unre- 
imbursed travel expenses.1®? 

Expenses incurred in collecting back 
pay may not be allocated and spread over 
the years covered by the back-pay award.18% 

Advance rental is current income when 
the landlord has free and unrestricted use 
of the money.1!84 

Ownership for tax purposes devolves 
on a purchaser taking possession of real 
property and not when title passes to him 
at a later date.185 

Rejection of a prize avoids tax but not 
when you direct it to a specific charity.18° 

Education expenses are deductible where 
incurred to retain a job, though the tax- 
payer incidentally gets a higher degree 
and a raise in salary as a result.187 

Accounting period for a sole proprie- 
torship and the proprietor must be the 
same,188 

Instalment method of reporting of a 
sole proprietorship applies to its specific 
assets.189 

Commuters’ expenses are personal and 
therefore not deductible,!°° except when 
they are medical expenses.191 

Dividends received credit is limited to 


4% of taxable income without excluding 
the 50% of net long-term capital gain.19? 

Option stock may be subject to insider 
liability to the corporation if sold within 
six months.193 

Improvements made by a tenant are 
income to the landlord only when they 
are intended to be rent.194 

Casualty loss is allowable to a life 
tenant provided it is apportioned accord- 
ing to annuity tables.1% 

Promissory note is not income in year 
received, if it is not payment for services 
or goods, or if it is worthless.1% 

Reimbursement of moving expenses to 
take a new job does not constitute taxable 
income.197 

Travel expenses of wife paid by hus- 
band’s employer are income to hus- 
band.198 

Head of household to enjoy tax advan- 
tage need not necessarily exercise family 
control over his dependents.1%° 

Head of household status is denied tax- 
payer if it is predicated solely on keeping 
mother in old folks’ home, but is proper?00 
if it is predicated on maintaining sister in 
a mental institution.21 

Awards of $3,000 or more received in 
a civil action for breach of contract or of 
fiduciary duty may be allocated to the 
years when actually earned.?0? 

Cancellation of stockholders’ indebted- 
ness yields a taxable dividend.?% 

(Continued on page 46) 





ACCOUNTANTS ABILITY TEST KIT will save 
employers money and hours of valuable time by 
eliminating the guess work in hiring and promot- 
ing accounting personnel. No calculations to be 
made or words to write. Average time to com- 
plete Test about 20 minutes and can be graded 
by any clerk in less than 5 minutes. For $5.00 we 
will send you 10 Tests, our Master Grader and 
Instruction Sheet. Satisfaction guaranteed. Ac- 
counting Service Company, Dept. 301, G.P.O. 664, 
New York 1, N. Y. 








The right 


Ask B& M 


about: 


Treasurers 
Controllers 


General 
Accountants 


Budget Specialists 
Auditors 
Cost Accountants 


Machine 
Accountants 


Systems Men 
Tax Specialists 








To you and your organization your personnel 
problem is a special one indeed: that is why 
a talk with one of our highly qualified staff 

. in complete confidence . . 
valuable in bringing about a prompt and com- 
pletely satisfying solution. Available to you 
always is the intimate experience both in ac- 
counting and personnel servicing for many 
companies, large and small. Write or call 
Frank W. Hastings, Kingsley 6-2300. 


BUTTRICK & MEGARY 


(Our 27th Year as Organization Byilders) 
Western Saving Fund Bldg., Philadelphia 7, Pa. 
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Staff Accountants’ Salaries 


Salary levels of staff accountants and 
internal auditors are rising at about the 
same rate as salaries of engineering and 
scientific employes, according to the 
AMA. Between June 1956 and June 1957, 
the pay of both groups rose an average of 
5.9%. Median salaries of administrative 
employes, such as staff accountants, sys- 
tems and procedures analysts, range be- 
tween $5,100 and $10,000 a year for 
various nonmanagerial job classifications. 
Median salaries of engineers went up to 
$13,100 at the highest nonmanagement 
level. Individual salaries were consider- 
ably higher in all categories. 


Plant Spending Forecast 


Plant and equipment spending by busi- 
ness will turn downward in 1958, accord- 
ing to a Commerce Department/SEC 
report on business intentions. The gov- 
ernment bureaus forecast a spending dip 
of 5% in the first quarter of 1958 from 
the last quarter of 1957. In the first three 
quarters of 1957, plant investment had 
leveled off to slightly above an annual 
rate of $37 billion while that for the 
fourth quarter was expected to be about 





oteA 


$37.5 billion. A survey by McGraw-Hill 
Publishing Company has predicted a 7% 
downturn for 1958 while a survey by 
Newsweek and NICB of company ap- 
propriations for new plants and equip- 
ment has indicated a sharper downturn 
later in 1958. 


This Electronic World 


Western Union has started to use its 
public message network to transmit its 
own material for data processing. Pay- 
rolls, equipment inventories and other 
statistical information of Western Union 
will be handled at a rate of more than 
500,000 words and groups of figures each 
week. The procedure will use 17,000 
miles of network, linking 18 cities at first, 
with ten other cities to be added later. 


The Private Wire System of Olin Ma- 
thieson Chemical Corporation handles 
some 45,000 messages a month, of which 
about 12,000 are sales orders. The mes- 
sages go by direct wire from 140 tele- 
printer stations in 80 cities to one of three 
switching centers where the taped mes- 
sage is relayed by push-button to the ad- 

















il 


AUTOMATIC 
BUSINESS 
MACHINES 



























ve Meticadee -. JANUARY 1958 














42 





dressee in the office of destination. The 
entire operation takes an average of 10 to 
15 minutes. 

e 


An EDP center has been formed ip 
Westbury, Long Island, N. Y., to service 
small industrial concerns unable to main. 
tain their own electronic equipment. The 
data center uses a Univac 120. 


Savings of millions of dolJars in road- 
building are predicted for an electronic 
road planner which uses _three-dimen. 
sional aerial photographs and computers, 
“Digital maps” are made from the elec. 
tronic computers from the three-dimen- 
sional photographs and the computers 
then predict how much excavating and 
filling will be necessary to build a road, 


The Electrodata division of Burroughs 
Corporation will put on the market a 
medium-priced digital computer system 
which, the company claims, will generally 
equal capabilities of the large computers 
now available. Price of the Datatron 220 
will average between $500,000 and $600,- 
000 a system. According to the company, 
a basic difference between the new 220 
model and previous medium-priced sys- 
tems is the addition of a magnetic core 
memory system. 

e 


A survey by the magazine, Computers 
and Automation, finds that banks will 
rent or buy more than $380 million worth 
of computers and data-processing equip- 
ment over the next five years. The maga 
zine estimates that for every $100,000,000 
of deposits, large banks will spend about 
$200,000 over the period for the equip. 


ment. 
e 


The Pennsylvania Railroad is using a 
Quantometer, to supply quick information 
on the rate of wear of a locomotive en- 
gine. The device reacts to minute quanti- 
ties of metal in the oil and automatically 
records what it finds. The effect of the 
test is to permit repair or replacement 
before the failures develop. 


The New York City Transit Authority 
is using a Univac 120 to calculate the daily 
fare revenue from all subway systems, pay- 
roll figures, and daily inventories of te: 
serve stock in warehouses. The Authority 
says that savings of $1 million will result 
from a reduction in the clerical force anda 
reorganization of inventory procedures. 


An experimental machine that can read 
handwritten numerals and be modified to 
understand handwritten letters has beet 
developed by Bell Telephone Laboratories 
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of AT&T. The heart of the new device 
js a complex of seven sensitized lines 
shooting out from two dots located one 
above the other. Each number crosses a 
unique pattern of these lines and is im- 
mediately identified. This information can 
then be transferred to an accounting ma- 
chine, computer, or other data-processing 
device. 
o 


A machine developed by IBM is said 
to be capable of selecting eight jury 
panels of 275 names each in 20 minutes, 
a process that formerly took two days. 


The National Association of Bank Au- 
ditors and Comptrollers is founding a 
research institute to find answers to ques- 
tions such as how to improve manual sys- 
tems, convert to automation, and whether 
to eliminate certain existing services or 
add others. Solicitation of member banks 
for funds to finance the project is now 
underway. First efforts will be directed 
at seven problem areas: costs and stand- 
ards, schedules, reliability, equipment, 
foreign checks, signature verification and 
numbering systems. 


The IBM 705-III has a completely 
transistorized magnetic tape unit which 
can read or write business information at 
the rate of 60,000 characters per second, 
automatically checking the information 
for validity and readability at the same 
time. The 705-III is said to be particularly 
useful in low-activity, high-volume file 
maintenance 1 ag oonen such as inven- 
tory control, life insurance, and freight 
cat record processing. 


Automation at Work 

The time required to manufacture in- 
dustrial carbon products is cut from eight 
weeks to less than eight minutes by a new 
process used in a Union Carbide Corpo- 
ration plant. The new process forms car- 
bon products to shape in giant hydraulic 
presses, while electrical currents simul- 
taneously heat the carbon and binder to 
baking temperature. 


The United States Plywood Corpora- 


) tion has a plant where prefinished decora- 


tive panels are produced automatically. 
Part of the production process is an 
82-cell electronic board that guides the 
movement of the panels along the produc- 
tion line. 


Cash Savings 

Savings, in the sense ordinarily used by 
the average citizen, rose by $8 billion in 
the first half of 1957, the sharpest rise in 
a decade. The increase, reported by the 
Home Loan Bank Board, is based on 
teports of savings accounts in banks, 
savings and loan shares, government sav- 
ings bonds, life insurance, postal savings 


and credit unions. It does not include 
individual savings in the form of purchase 
of stocks and bonds. The rise of $8 billion 
brought the total of such savings to a 
record $256.4 billion. The figures indicate 
that Americans saved away in_ these 
“cash” forms slightly more than 5 cents 
of each dollar of after-tax income dur- 
ing the period under study. 





Consumer Prices Rise 

September 1957 marked the 13th con- 
secutive month in which consumer prices 
hit a new high. The 0.2% rise in the 
retail price level for September, recorded 
by the National Industrial Conference 
Board was the smallest change noted 
since the seasonal upswing started in May 
1957. 





CONTROLLERSHIP INFORMATION SERVICE 


Some By-Product Specifics of Controllership Foundation’s Research on 


WHOLE-DOLLAR ACCOUNTING 


Recent publication of the Foundation’s research report, 
“Whole-Dollar Accounting,” has brought to mind some other 
practical uses of the round numbers or significant digits concept 
for cost cutting in business. Two instances of these were uncov- 
ered by the staff during the “internal’’ research phase of the 
whole-dollar project. Though not whole-dollar accounting, they 
are other uses of the concept behind whole-dollar accounting 
which should be of interest to many readers of THE CONTROL- 
LER, particularly those employing cash payrolls. 

The developments of this type in Great Britain were reported 
in the October 1957 issue of THE CONTROLLER. In the United 
States, incidental to putting payroll computation and labor dis- 
tribution on its IBM 705, Consolidated Edison Company of 
New York changed to its ‘“‘even dollar” pay plan for its weekly 
cash payroll involving more than 24,000 employes. 

Under this system, the computer calculates and rounds out 
each employe’s pay to the nearest even dollar and keeps track of 
the differences, making appropriate adjustments each pay period. 
This eliminates coins in pay envelopes and greatly facilitates the 
work of paymasters and their staff in checking and verifying in- 
dividual amounts, thus scoring considerable economies in that 
department. This development related to other refinements in 
the payroll procedure freed several persons for other assignments. 

In addition, elimination of coins both reduces bulk and 
weight of the trays of envelopes effectively expediting operations 
for the financial security company which handles the physical 
work of filling and sealing the envelopes, transporting and dis- 
tributing them. Further, absence of small change in the enve- 
lopes facilitates employes’ checking of cash paid them before 
signing receipts and this, too, speeds up distribution consider- 
ably. Time is money in utilizing services of such financial se- 
curity companies; thus, this speed-up in actually making pay- 
ment represents a very real cost saving. 

Thanks to intelligent, effective preliminary information pro- 
grams preparing employes for this operation, it was well re- 
ceived at the start and, with growing experience with it, the em- 
ployes are enthusiastic about it. 

To show how the method was explained to employes, as well 
as to illustrate its working at “Con Ed,” we quote from an en- 
closure in employes’ pay envelopes: 

“To illustrate, let us assume that for the initial week an employe’s net 
amount due is $84.60. His pay envelope for that week will contain $85.00, 


an advance of 40 cents. The round-out process for the succeeding weeks 
would be as follows: 





Initial Week 2nd Week 3rd Week } 
Net Pay (After Deductions) $84.60 $84.60 $84.60 
Less Previous Week Advance —_ —.40 —.80 
; ie ‘ihe so on.” 
Adjusted Net Pay $84.60 $84.20 $83.80 
Current Week Advance +.40 +.80 +.20 
Current Week—Net Pay $85.00 $85.00 $84.00 
Ce EE en eee yays er JANUARY 1958 




















TOP MEN... 

Edmund L. Grimes has been elected 
chairman of the board and chief executive 
officer of Commercial Credit Company, 
Baltimore, Md. He joined the company in 
1944 as controller. Mr. Grimes is a past 
national president and board chairman of 
Controllers Institute (1952-54); he also 





MR. GRIMES 


served as a trustee of Controllership Foun- 
dation, research arm of the Institute. . 
The C. F. Hathaway Company, New 
York, announced the election recently of 
V. J. McDermott as president; he joined 
the company in 1945 as controller. . . . 
Arthur S. Hudson has been appointed 
president of the Marine and Industrial 
Engine Division, Chrysler Corporation, 
Detroit, Mich. 


NEW CONNECTIONS .. . 


Frederick E. Burnham has been elected 
vice president-finance and a member of 
the board of Peninsular Metal Products 
Corp., Ferndale, Mich. . . . E. L. Dumas 








MR. DUMAS 


is now vice president-controller, Taylor- 
Emmett Controls Inc., Akron, Ohio. .. . 
James C. Whelan has joined the Viking 
Press, Inc., New York, as controller... . 
Peter Lauer became controller of Flexon- 
ics Corporation, Maywood, Ill. . . . Allied 
Paper Corporation, Chicago, Ill., has ap- 
pointed Harry T. Blandford comptroller. 





MR. TOOLE 


. . . John F. Mannhaupt is now control- 
ler of Copease Corporation, New York. 


COMPANY CHANGES... 

John Schuler has been named to the 
newly created post of controller for the 
Fluor Corporation of Canada, Ltd. with 
headquarters in Toronto, Ontario, Can- 
ada. He is succeeded by Edward McNary 
as controller and assistant secretary of the 
Fluor Corporation, Ltd., Los Angeles, 
Calif... . Sperry Rand Corporation, New 
York, recently announced the election of 
James F. Toole to the position of treasurer 
and Charles Ondrick as controller. Mr. 
Toole will continue as vice president and 


WE NEED BACK ISSUES OF THE CONTROLLER 


to fill back-dated subscriptions that came in late. If you are 
willing to part with your copies of 


JANUARY 
1957 


FEBRUARY 
1957 


MARCH 
1957 


OCTOBER 
1957 


SEPTEMBER 
1957 


they would be most gratefully received by the 


SUBSCRIPTION DEPARTMENT 
THE CONTROLLER 


Two Park Avenue 


THE CONTROLLER.......... oe 


New York 16, N. Y. 
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MR. ONDRICK 


treasurer of Sperry Gyroscope Company 
Division of Sperry Rand Corporation, 
Great Neck, N. Y. 


HONORS TO... 

Professor of Accounting of the School 
of Business Administration, Miami Uni. 
versity, Oxford, Ohio, Dr. C. R. Nis 
wonger who has been elected president of 
the American Accounting Association for 
1957-58. . . . George A. Ingalls, direc. 
tor of American Machine & Foundry 
Company, New York, and former comp. 
troller of the company who was given a 
testimonial dinner and initiated into Beta 
Alpha Psi, national honorary accounting 
fraternity. Mr. Ingalls retired from AMF 
in August 1957 after working for them 
for 37 years. 


WRITERS ... 
R. H. Price, treasurer-controller of Cer- 


MR. TOBIN 


tified Grocers of California, Ltd., Los An 
geles, Calif., was the author of an article 
on his firm’s electronic computer installa- 
tion in connection with its inventory 
control, which was published in the No- 
vember issue of Credit and Financial 
Management. 


RETIREMENT .. . 

Charles L. Jones, who has been secre- 
tary and treasurer of Alan Wood Steel 
Company, Conshohocken, Pa., retired on 


December 1, 1957. .. . Thomas J. Tobin, | 


retired vice president of finance and ac 
counting of Erie Railroad, Cleveland, 
Ohio, has been serving as a special con- 
sultant to the Public Service Commission 
of New York in connection with hearings 
concerning the Pennsylvania and Long Is 
land Railroads. 


PROMOTIONS . . . 

Pet Milk Company, St. Louis, Mo., has 
named John C. Naylor to the newly cre 
ated post of senior vice president. Mr 
Naylor served as national president of 
Controllers Institute (1943-44) and as 4 
trustee of its research arm, Controllership 
Foundation, for several years. . . . John 
W. Clarke was elected a director and ap 
pointed senior vice president of Gulf Life 
Insurance Company, Jacksonville, Fla. ... 











It was recently announced that G. Russel 
Targett has been made executive vite 
president of Muskegon Piston Ring Cot 
pany, Sparta, Mich. 
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MR. NAYLOR 

Directors of Harris-Intertype Corpora- 
tion, Cleveland, Ohio, have elected Rob- 
ert G. Dyke to the newly created post of 
director of planning and control... . 
Allen U. Hunt is now vice president, con- 
troller and assistant treasurer of Top 
Value Enterprises, Inc., Dayton, Ohio. 
_. + The election of O. Raymond Garvin 
as vice president-insurance and retirement 
funds of Security First National Bank, 








MR. ZIMMER 


Los Angeles, Calif., was recently an- 
nounced. 

Daniel P. Knowland, Jr. has been 
named assistant general manager of the 
Heath Company, Benton Harbor, Mich. 
... Cincinnati Gas & Electric Co., Cin- 
cinnati, Ohio, has elected William H. Zim- 
mer as executive vice president and treas- 
urer and has named him chairman of the 
finance committee. . . . Howard W. Read 
was elected vice president-planning and 
control, Alan Wood Steel Company, Con- 
shohocken, Pa. 


ADDITIONAL DUTIES ... 

Carl G. Pansegrau has assumed the re- 
sponsibilities of vice president and comp- 
troller of Federal Electric Corporation, 
Paramus, N. J. . . . Kaiser Steel Corpo- 
tation, Oakland, Calif., has elected J. 
Robert Walker, Jr., a vice president... . 
Charles H. Burns has been elected vice 
president and controller of Fulton Bag 
and Cotton Mills, Atlanta, Ga. 

Hooker Electrochemical Company, Ni- 
agara Falls, N. Y., has given Thomas F. 
Willers the responsibility of vice president 
and treasurer. . . . James W. Ethington, 
Sundstrand Machine Tool Co., Rockford, 
Ill, has been promoted to treasurer and 
controller. . . . Alex Rogers was elected 
vice president and secretary of Mississippi 
Power & Light Company, Jackson, Miss. 


MR. DYKE 





MR. WALKER 





MR. WILKS 


. . . The election of D. E. Richelderfer as 


vice president-finance of Armco Steel Cor- 
poration, Middletown, Ohio, was recently 
announced; he will continue as controller. 
. . . Frederick R. Kearns has assumed the 
responsibility of vice president and comp- 
troller of Canadair Ltd., Montreal, Que- 
bec, Canada. . . . Paul Wilks was elected 
vice president and treasurer of Strathmore 
Paper Company, West Springfield, Mass. 





MR. BURNS 


NEW APPOINTMENTS .. . 

John C. Barrows was elected a trustee 
of American Surety Company, New York, 
of which he is vice president and comp- 
troller. . . . David D. Mason, vice presi- 
dent and assistant general manager of 
Link Aviation, Inc., Binghamton, N. Y., 
was elected a director. . . . Cutler-Ham- 


MR. BORDEN 


MR. BARROWS 





MR. KIRCHER 


mer, Inc., Milwaukee, Wis., has elected 
its vice president and controller, John C. 
Borden, to the board of directors. . . . 
Paul Kircher, professor, School of Busi- 
ness Administration, University of Cali- 
fornia at Los Angeles, Calif., has been 
made an advisory editor of the Journal of 
Accountancy, New York. 

Francis E. Dalton, director of corporate 
accounting since 1949 was elected control- 








MR. BRADSHAW 


ler of Westinghouse Electric Corporation, 
Pittsburgh, Pa. . . . Thornton F. Brad- 
shaw was elected vice president of finance 
and general manager of the newly formed 
department of finance and accounting of 
Atlantic Refining Company, Philadelphia, 
Pa. His new appointment became effective 
January 1. 








COST SYSTEMS Manager 


. . . To assume full responsibility for basic cost systems, includ- 
ing complete evaluation of presently used systems, revisions as 


necessary—or creation of new approaches and application as prac- 
ticable to punched card and computer techniques. Types of manu- 
facture include process items, mass production items and job shop 


operations. 


You may qualify if you have 
broad experience in the 
accounting and production plan- 
.. If you have 
held management positions in 
systems 
Requires CPA and/or Master’s 
degree in accounting. Preferred 


ning fields. . 


accounting or 


age 30-40 years. 


work. 


TEXAS INSTRUMENTS, 
where you will have the long 
range stability of a 27-year-old 
company, is recognized for many 
outstanding technical accom- 
plishments in semiconductors, 
geophysics, radar, infrared radi- 
ation, instrumentation and other 
related fields. 


cost 


Salary in five figures 


Send resume in conficence to Harry C. Laur 


TEXAS INSTRUMENTS 


INCORPORATED 


5900 Lemmon Avenue 


Dallas, Texas 






Tax Highlights of 1957 


(Continued from page 41) 


War claim payments to Nazis’ victims 
are nontaxable reimbursements though 
they are for the deprivation of civil and 
personal rights.?°4 

Police salary, to the extent classified as 
five dollar per day subsistence pay, is ex- 
cludable from income taxation.?® 

Loan (FHA) proceeds in excess of con- 
struction costs by stock redemption and 
stock sale for years before 1950 yield 
capital gain,?°6 but for the subsequent 
years the collapsitle corporation p.ovi- 
sions apply yielding ordinary income.*®% 

Employer's payment to deceased em- 
ploye’s estate is a tax-free gift.?°8 


* American Pipe and Steel Corp., C.C.A.-9, 
April 17, 1957, affirming 25 T.C. No. 351. 

? Granite Trust Co., C.C.A.-1, November 30, 
1956, reversing D.C. Mass. 

Cao a KCO., 27 LS NO. 108. 

* Cohn, D.C. Tenn., February 25, 1957. 


5Tank Truck Lines, Inc., C.C.A.-3, 242 
F(2d) 14. 

* Ogsbury, 28 T.C. No. 15. 

"U.S. v. Ohio Power Co., U.S. Sup. Ct., 


April 1, 1957. 

* Beck Chemical Equipment Corp., 27 T.C. 
No. 103. 

® Standlee Martin, Inc., S.D. Cal. Cent. Div., 
October 1, 1956. 

” Broadway-Hale Stores, Inc. v. U.S., US. 
Dist. Ct. S. Dist. of Calif. Cent. Div., No. 
18597-WM, November 28, 1956. 

"Standard Oil Co. v. U.S., US. Dist. Ct. 
N. Dist. of Ohio, E. Div. No. 30330, October 
30, 1956. 

®R.R. 56-655. 

MRR. 54-222, CB. 
Co., 28 T.C. No. 8. 

* Lesavoy Foundation, C.C.A.-3, 238 F(2d) 
589. 

® Booker, 27 T.C. No. 115. 

* R.P. 57-18; R.R. 90 and 91. 

" Goodrich, C.C.A.-8, 243 F(2d) 686. 

*® American Water Works Co., C.C.A.-2, re- 
versing 25 T.C. No. 903. 

® Boren, C.C.A.-9, 241 F(2d) 670. 

» Zehman, 27 T.C. No. 107; Solon Decorat- 


1954-1; Duval Motor 


ing Co., T.C. Memo 1957-35. 

* Barnhill, C.C.A.-5, 241 F(2d) 496. 

= Tampa Tribune Publishing Co., D.C. Fla., 
January 30, 1957. 

“REP. 57-0. 

** Jewell Ridge Coal Sales, Inc. et 
T.C. Memo 1957-30. 

* RR. 57-132. 

*° Automobile Club of Michigan, 77 Sup. Ct. 
No. 707. 

> Flemming, C.C:A.-5, 241 F(2d) 78. 

8 Patchen, 27 T.C. 592. 

* Gregg Co. of Delaware, C.C.A.-2, 239 
F(2d) 498. 

” Krey Packing Co., C.C.A.-8, 239 F(2d) 1. 

Sec. 118; Reg. 1.118-1; Teleservice, 27 
T.C. No. 84. 

* Geiger and Peters, Inc., 27 T.C. No. 113. 

* Commodore Hotel, N.Y. App. Div. 1st 
Dept., December 4, 1956. 

* Mobile Arts and Sports Association Inc., 
U.S. D.C., §.D. Ala., January 31, 1957. 

* Cullers, C.C.A.-8, October 18, 1956, re- 
versing T.C. Memo 1955-228. 

*° Coastal Oil Storage Co. v. Com’r, C.C.A.-4, 
March 11, 1957. 

* Schenley Distillers v. Bingler, Sup. Ct., 
April 22, 1957. 

*R.R. 55-531. 

* Field Release No. 052. 

“ Criminal fraud. 

“” Mim. 6475; R.R. 57-166. 

“Sec. 162; Harper & McIntire Co., D.C. 
Iowa, 1957; E. H. Sheldon & Co., 19 T.C. No. 
481 reversed (C.C.A.-G) 214 F(2d) 655. 

*“ R.R. 56-450. 

“ Manhattan Bldg. Co., 27 T.C. No. 127. 

“© R. H. Macy and Co., et al., D.C. N.Y., 148 
F. Supp. 377. 

“Thalhimer Brothers, Inc., 27 T.C. No. 85. 

" Spaulding Bakeries Inc., 27 T.C. No. 77. 

“Regs. 118, Sec. 39.23(1)-1; Sec. 1. 
167(a)-1(c); R.R. 90 and 91, C.B. 1953-1, 
pp. 43-44. 

“R.R. 57-190. 

°° Libson Shops, Inc., 77 Sup. Ct. 990. 

* T.ILLR. 35, June 6, 1957. 

* R.R. 57-168, I.R.B. 1957-20. 

°° Alleghany Corporation, 28 T.C. No. 30. 

* Bressner Radio, Inc., 28 T.C. No. 40, fol- 
lowing Automobile Club of Michigan, United 
States Supreme Court, April 22, 1957. 

"RR. 57-202. 

*° Daley, C.C.A.-9, April 18, 1957. 

™ Casale, C.C.A.-2, 247 F(2d) 440. 

°° R.R. 57-319. 

*RR. 57-313. 


al., 
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INSTITUTE OF AMERICA 

Date Conference Hotel City 
MARCH 20-22 Southern Statler-Hilton DALLAS, TEXAS 
APRIL 27-29 Midwestern French Lick-Sheraton FRENCH LICK, IND. 
JUNE 5-7 Western Olympic SEATTLE, WASH. 
OCT. 19-22 Annual National Chalfonte-Hadden Hall ATLANTIC CITY, N. J. 

OTHER ORGANIZATIONS 
FEB. 6-7 SOCIETY FOR ADVANCEMENT OF MANAGEMENT NEW YORK 
Annual Conference on Operations Research 
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© RR. 57-361. 
TER. No. 55: 
SRP, 7-24. 


° Keil Properties, Inc., 24 T.C. 1113; Messe 


Oil Corp., 28 T.C. No. 124. 

* Sec. 461(c). 

® Beus, 28 T.C. No. 132. 

“1.T. 3369; R.R. 57-87; Reg. 1.173-1. 

© Breitfeller Sales, Inc., 28 T.C. No. 132; 
Pelton Steel Casting Co., 28 T.C. No. 20. 

* R.R. 57-400, 1.R.B. 1957-36; Reg. 118, Ser, 
39.113(b) (1)-4- 

° Cotton States Fertilizer Co., 28 T.C. No. 
138. 


 Leward Cotton Mills, Inc., C.C.A.-4, May : 


27, 1997; 

* Avco Mfg. Corp., C.C.A.-2, September 5, 
1957. 

° Shoe Corporation of America, 29 T.C. No, 
33. 
* Citizens Bank of Weston, 28 T.C. No. 79, 
** Massey Motors, Inc., U.S. D.C. S.D. Fla. 
October 7, 1957; Johnson, 233 F(2d) 952. 
Contra, Kilborn, 29 T.C. No. 14; R.R. 57-2, 
I.R.B. 1957-1. Since the courts are in conflict 
as to whether the reserves are taxable when 
accrued or when paid, taxpayers would be well 
advised to set up a current reserve for bad debts 
for same. 

*® Teel, C.C.A.-10, affirming 27 T.C. No. 40, 

RIRS 57-212; 

" Waldheim Realty and Investment Co., 
C.C.A.-8, June 4, 1957, reversing 25 T.C. No. 
1216. Contra, Boylston Market Assn., 131 
F(2d) 966. 

‘8S. 1795 and H.R. 232. 

* Lovell Clay Products Co., D.C. Wyo., Pata. 
P-H 72926; Fraser Brick and Tile Co., D.C. 
Texas, Para. P-H 73002. Treasury will not 
appeal. 

*R.R. 57-418, I.R.B. 1957-38; R.R. 55-442, 
C.B. 1955-2. 

** Moore Motor Freight Lines, Wis. B.T.A. 
September 26, 1957; Met. Convoy, 148 
N.Y.S.2d 916; Shaffer v. Carter, 252 US. 37. 

ae Secc1G2: 

®R.R. 57-549. 

“RR. 57-550. 

© R.R. 57-411. Refunds are in order where 
the practice had been otherwise. 

88 Archer-Daniels-Midland Co., US.D. Ct. 
Minn. October 18, 1955, affirmed C.C.A.-8, 
April 11, 1957; American Steel Foundries, 
C.C.A.-7, November 27, 1956, affirming D.C. 
N.D. Ill. E. Div. 

RR: 57-510. 

* RAR. 57-189. 

* Cong. Record, April 16, 1957. Letter from 
Commissioner Harrington to Senator Kefauver. 

*° T.R.S. News Release, No. I R-188. 

** Hoffman v. City of Syracuse, 2 N.Y. (2d) 
484. 

* Special ruling. C.C.H. Para. 6453. 

* RR. 57; 102, ERB. 1957-11. 

“TT. 3447, C.B. 1941-1, p. 191. 

IT, 3230, C.B. 1938-2, p. 136. 

*R.R. 131, C.B. 1953-2. 

* T.R.S. Pub. No. 155. 

RR. 57-178, RB. 1957-18. 

” Hellstrom, 24 T.C. 916. 

TT. 4027, C.B. 1950-2, p. 9. 

™ U.S.D.C., S.D. N.Y. February 6, 1957. 

w2 RR. 57-76, LR.B. 1957-9. 

™ Fried vu: NY. Life Tas. Cos GCASE 
February 15, 1957. 

* Rowen, 215 F(2d) 641. 

% Stern, T.C. Memo 1956-23, reversed by 
C.C.A.-6, February 26, 1957. 

Regs. 1213-1(e) (1) (111). 

™ Sec. 1237; Reg. 1.1237-1(a) (4) (i); 
Daniel W. Ellis, T.C. Memo January 13, 1954; 
Say, U.S.D.C., §.D.Cal., January 21, 1957. 

*°8 Putnam, U.S. Sup. Ct., December 3, 1956; 
Shaefer, C.C.A.-2, January 10, 1957, reversing 
24 T.C. 638. 

1 Martin, 25 T.C. 94(A). 

7°R.R. 57-40, LR.B. 1957-5. 

™ Alcoma Association, Para. 72, 582 P-H 
1956 Fed. 
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12 Thalhimer Bros. Inc., 27 T.C. 733. 

3 Dake, Inc., C.C.A.-5, 148 F(2d) 898. 

m4R R. 57-1, LR.B. 1957-1; S.S.T. 247, C.B. 
1938-1, p. 449. 

MRR. 57-113. 

16 Hirshon, 27 T.C. 558. 

1 Bowers, C.C.A.-6, 


following Baer, 


§ C.C.A.-8, 572 C.C.H. Para. 2006.306. 


48 R.R. 57-506. 

u9 Weil, C.C.A.-2, January 22, 1957. 

” Ripley, 26 T.C. 1203 to be distinguished 
from Putnam, Sup. Ct., December 3, 1956. 

%1 Gooch, C.C.A.-7, 240 F(2d) 20. 

RR. 56-656. 

%3 Finley, 27 T.C. 413. 

4 Teon Turnipseed, 575 C.C.H. Para. 7344; 


| TD. 6231. 


25 Secs. 674, 677 and 678, and Para. 8716, 
CGH. 1957. 

Pam. ST LL. 

% Coastal Oil Storage Co., C.C.A.-4, 242 
F(2d) 396. 

8 Williams and Waddell, Inc., D.C. E.D., 
§. Car., February 27, 1957. 

Wall, 164 F(2d) 462 (C.C.A.-4). 

™ Rowen, 215 F(2d) 641 (C.C.A.-2); 


| Behrens, 230 F(2d) 504, cert. den. March 30, 


1956. 

™1 Bess, 243 F(2d) 675. 

82 Syoumen, 27 T.C. No. 125. 

3 Teh, 27 T.C. No. 110; Skannel, 27 T.C. 
No. 118. 

™ Sec. 1241; Reg. 1.1241-1(c). 

® T-I.R. No. 44. 

™ Tengsfield, C.C.A.-5, February 27, 1957. 

BTR R. 56-599, 1.R.B. 1956-48. 

481R.S. News Release IR. 186. 

% Cy Girard et al., C.C.A.-4, April 4, 1957. 

™ Kane v. Com’r, C.C.A.-2, affirming 25 
7h, 1ET2. 

Baer, 196 F(2d) 646. 

” City Athletic Club, C.C.A.-2, March 8, 
1957. 
#8 | R.-186, March 7, 1957. 

™ Insurance Club of Dallas, C.C.A.-5, March 
1, 1957. 

™ Alleghany Corp., 28 T.C. No. 30. 

™ Berger, C.C.A.-2, 234 F(2d) 959. 

“' Farrow, D.C. Calif., 150 F. Supp. 581. 

* Neil Sullivan, C.C.A.-7, February 13, 
1957, reversing and remanding Para. 56,005 
P-H Memo T.C.; Ross, C.C.A.-7, February 13, 
1957. 

Ripley, 26 T.C. 1203. 

™ Letter-of N.Y. Atty. Gen., March 6, 1957. 

™ Vorreiter, S. Ct. of Col., February 18, 
1957. 

™ Automobile Club of Michigan, 77 Sup. 
Ct. 707. 

“Crowell Land and Mineral 
C.C.A.-5, 242 F(2d) 864. 

™ Remer, 28 T.C. No. 14. 

™’ Goodman, C.C.A.-3, April 12, 1957. 

™ Sec. 691. 

Morgan, T.C. Memo, March 29, 1957. 

™8 Mattie Fair et al., 27 T.C. No. 106. 


Corp., 


* Bertucci v. U.S. Ct. Cl., 1957; Wolf ». 
U.S., D.C., Neb. 1957. 

* U.S. v. Kyle et al., C.C.A.-4, 1957. 

1 Tully et al., 28 T.C. No. 27. 

2 Bradford Hotel Operating Co., C.C.A.-1, 
May 27, 1957. 

* Reg. Sec. 1.268-1. 

i Sec. 731. 

RR. 57-200, ERB. 1957-20. 

6 Boyd, 28 T.C. No. 61. 

7 Regs. Sec. 1. 152-1(a) (2) (ii); Brooks, 
T.C. Memo 1957-76. 

“8 Thomas, 28 T.C. No. 1. 

1° Bondurant, C.C.A.-6, May 24, 1957. 

™° Louis H. Zipp et al., 28 T.C. No. 32. 

™! University Chevrolet, D.C. Fla. 1955, 48 
A.F.T.R. 1765. Contra, University Chevrolet, 
16 T.C. 1452, aff'd 199 F(2d) 629. 

™ Keystone Nat'l Bank, D.C. Penn., March 
1; 3957. 

3 T.R.S. Field Release No. 057. 

™ Klein, C.C.A.-2, September 3, 1957. 

™ Babcock, 28 T.C. No. 87 contrary to 
Fortee Properties, Inc., 211 F(2d) 915. 

"6 Glickman, T.C. Memo 1957-124. 

™ Abbott, 28 T.C. No. 89. 

"8 Weil, 28 T.C. No. 90. 

"° Richardson, T.C. Memo 1957-122. 

™ Bonney, C.C.A.-2, 247 F(2d) 237. 

1) RR. 57-293. 

RR. 57-327. 

183 Cotnam, 28 T.C. No. 105. 

 Shaucet, T.C. Memo 1957-133; New Capi- 
tol Hotel, Inc., 28 T.C. No. 77. 

#8 Mayer, C.C.A.-5, 247 F(2d) 322. 

* RR. 57-374, I.R.B. 1957-34; Regs. Sec. 
1.61-2(c). 

*° Green, 28 T.C. No. 135. 

#8 RR. 57-389, 1.R.B. 1957-35. 

7 R.R. 57-434, I.R.B. 1957-39. 

Donnelly, 28 T.C. No. 150. 

1 Misfeldt, 44 A.F.T.R. 1033. 

® Springs, US.D.C., W.D. S.C., August 5, 
1957. 

3 Greene v. Dietz, C.C.A.-2, 
1957 despite S.E.C. rule X-16B-3. 

™ Cunningham, 28 T.C. No. 7 
C.B. 1950-1, p. 13. 

Bilis, 27 TC. TI0CA): 

18 Williams, 28 T.C. No. 114. 

8" Woodall, U.S.D.C. N.M., June 20, 1957. 
Contra, R.R. 55-140, C.B. 1955-1. However, 
where the same employer is involved, reim- 
bursement of actual expenses is not taxable 
income. R.R. 54-429. 

198 Silverman, 28 T.C. No. 121. 

wR. 57-455, LRB. 1957-37. 

RR. 57-307. 

™! Heim, 28 T.C. No. 92. 

7 Public Law 85-165. 

3 Bell, C.C.A.-6, October 25, 1957. 

“RB: 57-505. 

% Shirah, D.C.S.C., October 4, 1957. 

2% Gross, 23 T.C. 756, affirmed 236 F(2d) 
612, cert. den. 

* Sec. 117(m) 1939 Code; Sec. 341, 1954 
Code; Burge, 28 T.C. No. 26. 

8 Foote Est., 28 T.C. No. 58. 


August 12, 


2; I.T. 4009, 





CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month’s issue. For 
instance, if you desire the address changed for your March 
issue, we should be notified of your new address before 
February 1. Be sure to include your postal zone as well as 


your old and new address. 
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Capital Expenditure Decisions 


(Continued from page 22) 


CASH-RECOVERY STANDARD 
BASED ON THE COST OF EQUITY 

The cash-recovery standard for capital 
expenditures need not be an arbitrary 
standard in a company of sound financial 
eae age Rather, cash recovery (excluding 
unds generated by depreciation) should 
reflect the cost of permanent invested cap- 
ital just as though the company were “‘go- 
ing to market.’ On this basis, the cost of 
equity capital may vary from 10 to 20 per 
cent, or reciprocally of 1/10 and 1/5, the 
cash-recovery pars might range from five 
to ten years. 

If it is decided that the cost of debt 
capital should be averaged with the cost 
of equity capital, the standard payout pe- 


» OPPORTUNITIES« 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 








SITUATIONS WANTED 





INSURANCE ADMINISTRATOR 


Presently employed by multiplant manufac- 
turer devoting my full time to the adminis- 
tration of the insurance and pension pro- 
grams. Seven years’ experience in the 
procurement of all types of insurance; do- 
mestic, foreign and group. Have been suc- 
cessful in developing complete tailor-made 
protection at a considerable savings for 
parent company and domestic and foreign 
subsidiaries. Previous experience as chief ac- 
countant and office manager very helpful in 
present assignment. Age 45, married, two 
children. Most willing to relocate. Box 2300. 


CONTROLLER 
CONTROLLER ASSISTANT 
OR STAFF 

Three years top financial executive medium- 
sized commercial manufacturing companies; 
over ten years installing and developing cost 
systems and control reports utilizing stand- 
ards and electronic equipment in major com- 
panies engaged in electronic engineering and 
manufacturing under government contracts. 
Member CIA; above college level education; 
43. Presently reside in and desire a Western 
location. Box 2302. 


CONTROLLER-TREASURER 
Presently controller of medium-sized manufac- 
turing company working directly under presi- 
dent. Now employed in midwest area. Will 
relocate. Age 35. Box 2304. 





NOTE: Tue ConrTrouuer reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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riod would be correspondingly increased, 
but this approach would not appear to 
be conservative. While the cash-recovery 
standard could be flexible according to 
capital and money market trends, it seems 
advisable to adhere to a broad view of 
what the company’s cost of permanent 
capital money would be over time. 

The cash-recovery standard may be used 
for all company divisions and subsidiaries 
(on the assumption that each has the same 
“‘market’’ rating as the parent) in screen- 
ing capital expenditures according to the 
company cash position and cash require- 
ments. In contrast to the same cash-recov- 
ery par for the divisions and subsidiaries, 
their investment-worth standards would 
differ according to management’s profit 
goal for each type of business or product 
included in the parent company. 


LIMITATIONS OF STANDARDS 

It is important to pause and to note 
here that predetermined standards of fi- 
nancial return can only serve as bench- 
marks in the investment decision-making 
process. All capital projects are not de- 
cided upon the basis of a rigid invest- 
ment-worth standard. The following com- 
ment of Monsanto Chemical Company 
(AMA Financial Management Series No. 
105) is typical of many companies: 


We have used the rate of return on in- 
vestment as a yardstick for measuring the 
desirability of expenditures for new or ex- 
panded production facilities for many years. 
We do not set a fixed, predetermined rate 
of return as a requirement for the approval 
of all projects. In some instances, where it 
is desirable to produce a raw material 
rather than depend on an outside source, 
we may be satisfied with a lower rate of re- 
turn than would be the case for a new 
product not related to those presently pro- 
duced. 


Other considerations than “make or 
buy,” such as market penetration, com- 
petitive conditions, “buy or lease,” in ad- 
dition to employe service and safety proj- 
ects are weighed in the justification for 
the capital program. The employe projects 
are difficult to quantify for savings, unless 
tangible factors such as labor turnover, 
absenteeism, etc., are directly concerned. 

Moreover, while standards and pars 
may be adopted as guides for management 
decisions on capital expenditures, there is 
one particular thought which pertains to 
this entire subject: the use of financial 
standards is limited. 

A blind dependence on mathematical 
calculations can lead to costly mistakes in 
the investment decisions of a company. 
No financial ratios, formulas, arithmeti- 
cal, or even electronic solutions, are a 
substitute for experienced and well-sea- 
soned business judgment. 

The facts are that standards and pars 
can only reflect average mathematical re- 
lationships. This is true of any method 
of calculation: MAPI or Terborgh for- 








mula, orthodox engineering approach, dis. 
counted cash flow or investor’s method 
and the pure accounting method. In the 
case of new facilities and expansions, the 
rate of return on investment is influenced 
by the economic service life of the new 
capital investment. The higher the rate of 
return expected, the more favoritism js 
shown toward short-lived assets—this js 
also true of cash recovery, especially when 
total depreciation is added to savings or 
earnings after taxes. The lower the rate 
of return on investment expected, the 
greater favor falls to long-lived assets. 
Moreover, all the calculations presume 
that economic life is the same as the esti- 
mated physical or “depreciated” life of 
the investment. Actual performance, how- 
ever, depends upon the validity of this 
assumption. 
In the case of replacement and im: 


provement projects, a high return on in- | 


vestment and quick cash repayment prob- 
ably means that the proposal was delayed 
too long. It is for management to decide 
if a replacement or improvement should 
be delayed until a certain rate of return 
or payback is assured. 

As a concluding reference it may be 
noted that standards and pars are useful 
only as guides to investment decisions; 
solution of investment problems by for- 
mula alone can be hazardous. The objec. 
tive measurement of investment worth 
and cash recovery constitutes only one test 
of project worth in the evaluation of capi- 
tal investments. Management, in its in- 
vestment decisions, must appraise not 
only the individual project itself, bu 
equally important, its relation to the com- 
pany’s over-all operation, its relation to 
the company’s long-range plans, and its 
relation to the company’s limited financial 
resources. 
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